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An Accountancy Laboratory 
The Connecting Link Between Theory and Practice 
By Ropert H. Montcomery, C. P. A. 


During recent years most of the applicants who have taken 
the examinations for the certified public accountant degree have 
failed to pass. Most of them, however, fail in one section only 
— practical accounting. Obviously as the purpose of the ex- 
amination is to ascertain the applicants’ professional qualifica- 
tions the subject in which they fail is the most important one 
assigned, but it serves to exphasize what I frequently have told 
the students in my accountancy classes, viz., “Practical account- 
ing cannot be taught; it must be learned.” 

Some of us for a number of years have made a determined 
effort to teach accountancy. Our efforts have not met with com- 
plete success, and it is needless to say that we are dissatisfied. 
Of course great progress has been made when we consider the 
status of accountancy ten or fifteen years ago and, if it were 
not for the negligible percentage of applicants who pass the 
C. P. A. examinations, I would claim that the progress had been 
satisfactory; but the situation will remain far from satisfactory 
until some means is devised whereby the accountancy student 
can supplement theory with practice. 

And accountancy, although perhaps the youngest of the 
recognized sciences, has not been alone in the failure to impart 
a knowledge of practical things in a practical way. Here are 
some figures from a survey of country schools in a large middle 
western region: 
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“In all the schools linear measure is taught, yet in only one- 
fifth of them are tape-lines found; they all teach avoirdupois 
weight, yet less than a tenth of them have scales; they teach 
liquid measure, but only a fifth have any measures. In a third 
of the schools geography is taught without maps, and in more 
than two-fifths without globes. All of them seek to teach children 
things about this fruitful and wonderful earth, yet more than 
two-thirds of the teachers never step outdoors to vitalize a point 
by the fields, flowers, woods, rocks and streams near at hand.” 


Some time ago it occurred to me that some of our improved 
methods of reporting to clients might be extended to teaching. 
We now visualize many business operations and we find, for 
instance, that a business man may be more impressed by the 
lines of a chart which show a steadily increasing cost of product 
over a term of years than he was when the same information was 
expressed in figures alone. I felt that I would like accountancy 
students to see many complete sets of account books and records 
and to have an opportunity to analyze them and prepare trial 
balances and balance sheets and comment on their condition, 
etc., etc. Naturally, the students cannot visit a large number of 
outside offices and, if the plan is feasible, the books and records 
must be assembled where access on the part of the students is 
convenient and under proper supervision. Then the word “lab- 
oratory” occurred to me and when I consulted the dictionary I 
decided that an accountancy laboratory is just as necessary a 
part of the equipment of a school of accounts as is the blackboard 
or the chairs, and will, I hope, form a connecting link between 
theory and practice. 

The new Standard Dictionary defines a laboratory as “a 
building or room fitted up for conducting scientific experiments, 
analyses, or similar work.” There is no branch nor department 
of human activity which demands such a careful analysis of its 
elements, particularly with respect to the best method of im 
parting and acquiring a workable knowledge, as the science of 
accountancy. 

Again quoting the dictionary we find that one of the defini- 
tions of science is “any department of knowledge in which the 
results of investigation have been worked out and systematized.” 


Therefore, an accountancy laboratory would seem to be a 
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necessity, rather than an experiment, if we are sure that there 
is a general demand for a knowledge of accounts. 

During the last twenty-five years I have been brought into 
contact with many professional and business men, and I have 
among my friends most of the active public accountants of this 
country, who in turn reach thousands of other professional and 
business men. From a careful analysis of my own experiences 
and those of other accountants I find that practically every man 
who during his professional or business career is obliged to 
deal with accounts, his own or someone’s else, expresses strong 
regret that during his younger or school or college days he was 
given no opportunity to secure a knowledge of the fundamental 
principles and uses of accounts. 

Accounts play such an important part in both professional 
and business transactions that the man who lacks all knowledge 
of accountancy is seriously handicapped as compared with the 
man who has gained some familiarity with the subject. 

Accountancy literature and schools in a measure have re- 
lieved the situation. I do not under-rate the value of theory. I 
believe in schools of commerce, accounts and finance. In ac- 
countancy theory has a well defined place, and the professional 
auditor who is unacquainted with all the developments of the 
science as improved and published by the other members of his 
profession will find himself as far behind the times as the phy- 
sician would be who stopped purchasing medical books and 
reading medical periodicals. But no one careful of his health 
will consult a doctor who has not had the practical training which 
comes only from direct study of living patients. The logical 
inference is that accountancy students need the equivalent of a 
clinic as well as experience such as the medical student’s term 
of service as a hospital “interne.” 


The proof of this need lies in the unsatisfactory results at 
the present time. Admitting all the advantages of and necessity 
for theoretical training we find that it is far from being sufficient. 
The deficiency universally recognized by instructors in account- 
ancy schools, certified public accountant examiners and public 
accountants is loosely described as lack ‘of practical experience. 
Now if practical experience means a given number of years’ 
clerkship in an office (other than that of a public accountant) 
we, to a certain extent, contradict our claim that accountancy 
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is a science. If its principles can be acquired and assimilated 
only by contact, as is the case with bricklaying, it would be very 
discouraging to attempt to short-cut the process of training stu- 
dents. 

The discouraging features of the situation should not be mini- 
mized, however. As heretofore stated, it is a sad fact that most 
of the applicants for the certified public accountant degree have 
failed to pass in practical accounting, and it is equally lamentable 
that most professional and business men cannot recognize nor 
discuss elementary questions of accounts. 

Is it not because the student cannot and the others will not 
work among the records of actual transactions? We know that 
our physician has had experience with living subjects. We 
know, too, that the accountancy student has struggled with theo- 
retical problems, most of which lack the atmosphere of reality 
and which at the best are poor makeshifts. Even this, however, 
is better than the experience of the business man who does not 
even have the opportunity to struggle with the problems. 


With some diffidence I suggest as a solution the establish- 
ment of an accountancy laboratory in connection with each 
school of commerce, accounts and finance, and wherever these 
schools are connected with colleges and universities laboratory 
work should be a part of the general curriculum. Of course law 
students and others who do not propose to practise accountancy 
as a profession would not spend more than two or three hours 
a week in the laboratory, but I feel that this limited time, dur- 
ing perhaps the junior and senior years, would be of equal or 
greater value than the studies which it might displace. 

The chief value of college education is to train the mind — 
the mental faculties. I know of no better study than that of 
recorded events, the analysis and restatement of which require 
all of the mental energies which the average man possesses. It 
is impossible to estimate the tangible value which a fair knowl- 
edge of accounts thus acquired will have to the busy man of 
affairs. We have only to listen to the regrets of those who lack 
this knowledge to estimate its undoubted advantages. If the 
laboratory will be of value to the general student it will be of 
far greater value to the accountancy student. I think it will in 
a great measure supply the deficiency which now exists. It is 
my thought that the laboratory will contain many complete sets 
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of books, which have been used to record the transactions of 
business enterprises which have been discontinued by dissolution 
or bankruptcy. I am assured that these sets of books can be 
secured in considerable numbers. The account books of most 
bankrupt concerns are in bad shape and this will add to their 
value as laboratory material. 

The student who can be shown, intelligently, how a thing 
should not be done will have a better grasp of erroneous entries 
than to have it explained without illustrative material to visual- 
ize the error. 

Business schools which require books of account to be writ- 
ten up, currency and cheques to be exchanged and furnish other 
facilities such as may be found in business concerns, have done 
and are doing valuable work — much more valuable than where 
text books only are used. The disadvantage and insufficiency of 
such a system is that each student sees what the other sees, the 
transactions to be recorded are hypothetical and before serious 
errors are made the student’s work is corrected. 

My thought is to have available a few complete model sets 
of books, and to have other sets incomplete on which the students 
can work under competent supervision. These sets will em- 
brace various lines of business so that a student who expects to 
occupy an executive position in a mercantile house, and whose 
training after leaving college will be in the sales division of the 
business rather than in the accounting department, will have an 
opportunity to see and have explained to him a model set of mer- 
cantile books, and will also have explained to him the inaccuracies 
and insufficiency of actual sets of mercantile books, where the 
proprietors have been unsuccessful. 

A considerable proportion of failures is directly due to bad 
bookkeeping, and the bad bookkeeping is almost invariably due to 
ignorance. Therefore an opportunity to see how books should 
be kept and how they should not be kept may transform a 
student’s whole future career. 

Lawyers rarely understand accounts. This is not strange 
as their training does not include the study of accounts. It is 
not their fault. No provision is now made for the study of the 
science of accounts during their college career, and the subse- 
quent facilities for securing such knowledge do not, of course, ap- 
peal to them. 
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Most lawyers take civil cases only, but a vast number of civil 
cases relate to disputed accounts. Furthermore, a lawyer should 
know how his own account books should be kept. Usually he 
handles trust funds and the proper record of fiduciary trans- 
actions is most important. Ignorance and neglect of proper 
accounting methods by lawyers have cost them and their clients 
unbelievable sums. 

It is my thought that the work must be made attractive and 
interesting. It must be developed logically and without some 
of the technical verbiage with which accountancy has been un- 
necessarily clothed in the past. 


I would have prepared a model set of books for a lawyer’s 
office, showing the best and most efficient system for recording 
charges to clients and the segregation of trust funds. I would 
have blank forms which law students would be required to fill 
out. I would have a few sets of books prepared showing how 
losses and annoyances arise through incomplete and inaccurate 
records. Subject to change upon further investigation, I be- 
lieve that if a law student were to spend one or two hours a 
week in the accountancy laboratory during the last few years 
at college and law school, he would acquire a creditable and 
workable knowledge of the accounts peculiar to a lawyer’s office 
as well as a general familiarity with mercantile and financial ac- 
counts. 

In addition to the usual books of account I would have on 
exhibition and for demonstration collateral records such as 
minute books of corporations, stock certificate books, transfer 
books and many others in general use. I would have on file 
annual reports and other statistical data from the leading con- 
cerns in every line of business, together with charts and or- 
ganization forms, descriptions of systems in use, etc. The ana- 
lyses of these reports and systems should be preserved and it 
might be feasible to distribute to those interested the more im- 
portant compilations. 

I would also have on exhibition and for demonstration office 
appliances. Today much of the work of bookkeeping is done by 
mechanical methods and as a large proportion of college students 
never have a chance subsequently to see or hear about these ap- 
pliances they should have such an opportunity before they leave 
college. 
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An accountancy laboratory is now being installed at Col- 
umbia University. Of course it will take years to equip such a 
laboratory, even modestly, and it will cost a lot of money and in- 
volve immense labor. It is part of my present plan to use the 
students in the advanced accounting courses to assist as much as 
possible with the material now being secured. I hope some friend 
of the university who is interested in the scheme will give some 
money. If one laboratory works well others will follow but it 
would not be worth while for any one else to adopt my suggestion 
until substantial progress is made. The plan may be a failure 
or it may succeed, but it would be well to await the outcome of 
one test before entering upon others. 

As it is my purpose to disclose fully to any one interested 
all of the advantages and disadvantages which develop from 
time to time, and to put in permanent form suggestions as to 
what to do and what not to do, I trust that any one who reads this 
and who can give me, or get for me, old or new account books 
or records, or financial reports or anything which should be in 
an accountancy laboratory, or who will send me any construc- 
tive suggestions will do so for the good of the cause. I would 
like to build fast in order that a good test may be made soon. 
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Uniform Systems of Accounts for Public Utilities* 


By Cart H. Nau, C. P. A. 


The law of Ohio, creating the public utilities commission, in 
effect August 9, 1913, empowers the commission to prescribe 
uniform systems of accounts to be kept by all public utilities or 
railroads, including municipally owned or operated utilities; to 
classify said public utilities or railroads, and to establish a sys- 
tem for each class; to prescribe, further, the manner in which 
these accounts shall be kept. Said accounts, when practicable, 
shall conform to those required by the tax commission of Ohio, 
and shall conform, as near as may be, to those prescribed by the 
interstate commerce commission for utilities coming under the 
jurisdiction of the federal commission. 

The apparent reason for this latter proviso is that, as the 
interstate commerce commission has jurisdiction over interstate 
business, and as many corporations do both a local and interstate 
business, it would cause unnecessary inconvenience to require a 
corporation to keep its accounts in two ways — one according 
to the orders of the interstate commerce commission and the 
other according to the requirements of the public utilities com- 
mission. 

The power to establish uniform systems naturally includes 
not merely the enumeration of the titles of the accounts, but also 
specific provision as to the method of keeping these accounts, 
the definition of terms used, and a statement of how various items 
shall be debited and credited. 

The law also provides that when the commission has pre- 
scribed the form of accounts, records and memoranda, it shall 
be unlawful to keep any other accounts excepting such as shall 
be explanatory of, and supplemental to, the accounts so pre- 
scribed. The commission has access to all books of account and 
records, and may designate its officers and employees to inspect 
and examine any and all accounts. 

We expect that the preparation of these uniform systems will 
take some time, but the importance of establishing systems that 


* Address delivered before the Ohio Gas Association, at Columbus, March 25, 
1914. 
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will be elastic, so as to meet all the varying conditions of busi- 
ness, is so apparent that it behooves us to make haste slowly. 
We wish to take advantage of everything that has been done 
by other state commissions and by the federal commission, to the 
end that we may be as consistent as possible, and not deserve the 
questionable compliment of making burdensome requirements, 
just because we have the power to do so. 


It is, of course, our intention to set up a scheme of accounts 
for each public utility ; each scheme to be sub-divided into classes, 
so as not to require the small company, with limited means and 
few employees — each of whom may perform several functions 
— to keep the same accounts that are required of a big corpora- 
tion, with large expenses under each heading, and with an or- 
ganization permitting a minute differentiation of functions. 

The corporations, operating each different utility, will be 
grouped into classes according to the magnitude of their opera- 
tions. This will establish uniformity and permit trustworthy, 
comparative statistics to be made, and, at the same time, pre- 
serve the flexibility, which is so essential. 

The desirability of uniform accounts as a basis for uniform 
reports has in recent years been recognized by an ever-increasing 
number of accountants, economists, governmental officials, and 
the public in general. Past experience demonstrates, however, 
that if this uniformity is ever to be attained, it must be accom- 
panied by a common language of accounts; by the universal use 
of common terms with the same significance. 

I shall take it for granted that, theoretically at least, we are 
all in favor of standard and uniform reports from not only all 
public utilities but from all municipal enterprises, and, in fact, 
from the municipalities themselves ; that we appreciate the neces- 
sity for such reports, and that we earnestly desire to see standard 
schedules authoritatively provided. Accepting this position, we 
may then address ourselves immediately to the practical diffi- 
culties, which this programme involves, and the question arises: 
“What obstacles must we first overcome before such standards 
can be provided?” 

To answer this question properly involves the statement of the 
whole scheme of accounting. In the first place, schedules and 
schemes of uniform accounts should be accompanied by a care- 
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fully developed nomenclature, and all the terms employed should 
be strictly defined. 

In applying the science of accounting as an aid to the suc- 
cessful administration of a business or enterprise for gain, two 
principal classes of accounts are always employed; namely, one 
group of accounts known as “balance sheet accounts” and an- 
other group known as “revenue and expense accounts.” 

In addition to these two principal classes of accounts, most 
enterprises, doing any considerable amount of business, keep 
additional, or supplemental, accounts of a more or less statistical 
nature, to aid in furnishing the information needed for their 
systematic and scientific administration. 


Balance Sheet Accounts: 

The balance sheet accounts are those ledger accounts in 
which are kept — 

(1) A record of the wealth in the possession or control of 
the company ; 

(2) The claims of its creditors and trust beneficiaries, and 

(3) The equities of its proprietors or owners in the wealth 
possessed or controlled by the corporation. 

They are the accounts which, when properly summed up in a 
statement called a “balance sheet,” will present a correct ex- 
hibit of the financial status of the enterprise at a specific time. 

These accounts are by some accountants called “indicant 
accounts.” 

I shall have something more to say, later on, as to three ele- 
ments of the balance sheet, namely: assets, liabilities, and pro- 
prietorship. 


Revenue and Expense Accounts: 

These accounts are those ledger accounts in which are re- 
corded the amounts that accrue as revenues, and the amounts 
that are incurred as expenses, as a result of the operation of the 
enterprise. They are the accounts which, when properly summed 
up in an “income and profit and loss account,” disclose the result, 
or outcome, of the business for a given period of time. 

Any system should, therefore, clearly and accurately classify 
the specific source of all income and logically and consistently 
classify the specific purpose of all the expenses. 
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Prerequisites for Successful Systems of Uniform Accounts: 

The annual revenues of the different public utility enter- 
prises in this state vary so greatly that logically the number of 
accounts that shall be required, or that could be used to ad- 
vantage, must necessarily vary with the volume of business and 
with the magnitude of the enterprise. Hence, the uniform sys- 
tem of accounts, which the commission has in mind, will be 
first of an elastic character and adjustable to the requirements 
of large and small enterprises, and to that end will have the fol- 
lowing special characteristics : 

(1) The financial data must be so classified, and the ac- 
counts so arranged, that they will provide summaries of results 
or conditions, along the same fixed lines and upon the same 
bases, so that comparisons can be made between the summaries 
of different fiscal periods and between those for similar enter- 
prises, whether they be small and comparatively simple or very 
large and complex. 

(2) The accounts must so divide and sub-divide expenses as 
to disclose the three elements which make up the total cost of 
service, viz.: 

(a) The demand cost 

(b) The customers’ cost 

(c) The consumption cost; and, in turn, again separate 
these costs into those that are “fixed” and those that 
are “variable,” so that from the data it will be pos- 
sible to determine the equity and wisdom of existing 
rates for services, and also to make possible a re- 
vision of incorrect rates for such services. 

(3) The accounts must be so designed and designated as 
to make the system readily understood, and thus easy of applica- 
tion. 


Groups and Orders of Accounts: 

To meet the requirements, as stated, the accounts of this 
uniform system should be arranged in different groups, sub- 
groups, classes, sub-classes, and minor divisions, and must, 
therefore, be of several orders —each order and each account 
bearing a definite relation to all the others. 


The uniform system should also be devised in such a way 
that the number and kind of accounts employed may be adapted 
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to the individual requirements of each enterprise, while at the 
same time providing accounting data of a uniform and compar- 
able character. 

The decimal system of notation for designating the various 
accounts will probably be used, which used in connection with 
capital and small letters of the alphabet lends itself to practi- 
cally unlimited expansion. 


Elements of the Balance Sheet: 

Referring again to the balance sheet —I think that no one 
will fail to note the distinction between an asset which you own 
and a liability which you owe. Now, the excess of what we 
own over and above what we owe measures the “proprietorship.” 

In accounting the proprietorship or the proprietary interests 
are the property rights or equity of the stockholders, owners 
and others who constitute the proprietors of the business or 
enterprise, in the assets or wealth belonging to, or employed in 
or by, the business or enterprise. 

In a sole proprietorship this element is usually carried in one 
account called “net worth”; in a partnership each partner’s net 
worth is set forth in an account bearing his name; but, in a 
corporation, it is made up of the capital stock, surplus and the 
various reserves which have been especially ear-marked and set 
aside out of surplus. 

Universally in the past it has been and for the most part 
it is still the practice of a great majority of accountants to list 
these proprietorship accounts in the balance sheets and ledgers 
as liabilities; and many writers on accounting have endeavored 
to explain how these interests are liabilities of the business or 
corporation, not to outside creditors, but to the owners. But 
economists have pointed out the great difference between pro- 
prietary interests and liabilities, which is really fundamental to 
a proper statement of the assets and liabilities. This whole mat- 
ter may be summed up and stated very concisely by saying that 
proprietary interests are “rights in,” while liabilities are “claims 
upon” the assets of a business or enterprise. 

Our best modern authority for this treatment of the balance 
sheet accounts with credit balances is Proressor Cuas. E. 
SPRAGUE, who, while a master of arts and a doctor of philosophy, 
as well as a certified public accountant, was also a very prac- 
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tical business man, and was for many years the president of the 
Union Dime Savings Bank of New York. 

We also hope to set up the accounts covering the much mooted 
question of depreciation and reserve for depreciation, so that 
the interests of the enterprise and of the commission, which repre- 
sents the state of Ohio and its people, may be reconciled. 

At present, I desire to enunciate broad principles, rather than 
to go into the refinement of accounts, which after all is a mere 
matter of detail and bookkeeping procedures, after we have laid 
a sound foundation of principles. 


Elements of the Income Account: 

Referring, now, to the income account — the excess of the 
total income from all sources over the expenses of all kinds 
is the net profit for the fiscal period. The only disposition to 
be made of this is to transfer it to an “undivided profits” ac- 
count, usually called “surplus”; against which is then charged 
the disposition of the net income, in the way of dividends paid 
or transfers to specially ear-marked reserve accounts. 

Now, the income is received, first, from operating revenues, 
against the total of which are set up the operating expenses. It 
seems to me that the most of our immediate work lies in the 
proper allocation of the expenses incurred in securing a certain 
operating income; and here again I wish to suggest some gen- 
eral, broad principles which underlie the operations of any and 
every public utility. 

In point of time, the first step taken by any utility is to 
spend money for a plant, for land, buildings and equipment, and 
as soon as these are installed and operations are commenced 
money must be spent in the maintenance of these buildings and 
equipment. 

The elements of maintenance expense are superintendence, 
labor, material and other miscellaneous expenses. By means of 
analysis these charges can be applied directly to any unit or 
portion of plant, no matter where located. 

Of. course, building a plant and maintaining it in working 
order will not produce any revenue. The plant must be operated ; 
so our next great division of expenses is operation; and the ele- 
ments for this are almost the same as for maintenance, except 
that the labor and material can be sub-divided into various classes, 
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according to the specific functional character of the expense. 
Operation can also, by means of analysis, be allocated directly to 
the plant or unit where the work is performed. 
But, even while maintaining an operative plant in good work- 
ing order, there is constantly something happening to the plant, 
under our very eyes, and yet its action is so slow that we do not 
notice it until forced to by the demands for renewals and re- 
placements. 
This much discussed, and little understood, action is deprecia- 
tion, which is caused by, and is composed of, the following three 
elements : 
(A) Wear and tear 
(B) Obsolescence and inadequacy 
(C) Accidental breakage 

and it it is overcome by the following: 
(X) Repairs 
(Y) Renewals and replacements 
(Z) Betterments 

If the sum of (X), (Y) and (Z) is more than the sum of 
(A), (B) and (C), for a fiscal period, then the assets are worth 
more than at the beginning, and there will be no need of charg- 
ing anything for depreciation. But, because of the fact that 
frequently replacements and usually betterments have been 
charged to an assets account, instead of to an expense account, 
and no depreciation or inadequate depreciation has been set up, 
the result has often been payment of dividends out of capital 
and, eventually, bankruptcy and reorganization. 

Whether or not depreciation can be allocated to the various 
units of investment, and tied into the cost of operation at dif- 
ferent points, depends upon the condition of the books of account 
of each individual enterprise. If the assets of buildings and 
equipment cannot be analyzed so as to set out the different 
classes of units, their respective age, original cost, (or repro- 
duction cost with depreciated value to date), realizable junk 
value, etc., so that some really intelligent percentages can be 
applied, then the only feasible plan is to use rough estimates 
for a few years, until the property can be appraised, either pri- 
vately or by the commission, when a complete scheme of depre- 
ciation accounting can be applied. 

These three, then, maintenance, operation and depreciation, 


418 


| 
| 
| | 


Uniform Systems of Accounts for Public Utilities 


will ultimately be so analyzed as to allocate each portion of this 
expense against the unit of production or transmission, as the 
case may be. 


General Expenses and Fixed Charges: 

General expense, taxes and interest are in the nature of gen- 
eral overhead, and while they are a direct charge against revenue 
or income, it is not expected to distribute these directly against 
the revenue producing factors, unless they cover a variety of 
plants, such as an electric light and power, railway and gas 
plant all operated by the same company. In that event, some 
arbitrary method must be devised, based upon the ratio that the 
expenses of each plant bear to the company’s whole expense, or 
upon some other basis of allocation, which a study of the prob- 
lem might show to be an equitable one. 

Let it be understood at this point that revenue includes all 
revenue accrued or earned during the fiscal period, whether the 
same be collected or not. That is to say: all income earned to 
the end of the fiscal period must be credited to some revenue 
account and charged to an account receivable. 

Likewise the term expense includes all expenses incurred, 
whether the same have been paid or not; i.e., everything used in 
making the income for the period must be charged up as an ex- 
pense and credited to some liability account, being especially 
careful to see that anything taken into inventory has been credited 
to the proper liability account in the books. 


Fiscal Dates: 

As to fiscal dates, I believe that, with proper attention paid 
to accruals and prepayments and a workable scheme of perpetual 
inventory accounts, very close approximations can be made in 
the monthly reports of the income and expense and of the 
financial standing, so that any fiscal date chosen can be easily 
fitted into the corporation’s accounting. These monthly reports 
can be adjusted by an actual physical inventory, semi-annually, 
say at June 30th and December 31st. I, personally, feel that no 
concern should allow twelve months to pass before making a 
“clean up,” and then possibly have to wait two or three months 
more for figures. With modern accounting procedures these re- 
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sults can be very closely approximated monthly and corrected 
absolutely at the end of each six months period. 

The books need not necessarily be closed oftener than once 
a year. 

There are so many different fiscal dates that it is almost 
presuming too much to expect all the various authorities to 
agree. An effort will be made, however, to have the tax com- 
mission and the public utilities commission agree on fiscal dates 
and financial statements required to be furnished each of the 
commissions by all public utilities, so that the adjusting of the 
books to the statements will be reduced to a minimum. 

The records should be designed in accordance with the re- 
quired statement classifications so that the information may serve 
its purpose substantially as it is automatically collected upon 
the books, and thus avoid the unnecessary work of a re-analysis. 

Finally, as before stated, for the sake of economy and con- 
sistency the commission’s requirements as to accounting, re- 
ports, etc. will follow in the main the requirements of the fed- 
eral government for corporations subject to federal regulation 
by the interstate commerce commission. 


Benefits of Uniform Accounting: 

The results of the creation of such a system will be benefi- 
cial to the public, to the corporation manager, to the prospective 
investor and to the present holders of stocks and bonds. 

There is the consumer, who is anxious to know whether he 
is being charged more or less than a reasonable price for the 
service rendered, and whether the charges ought to be decreased 
or increased, in view of the actual cost of operation and a fair 
return upon the investment. It may be that he prefers im- 
proved service. The facts must be known in order to determine 
whether it is reasonable for him to demand it at existing rates, 
or whether an increased charge will be necessary. 

The tax payer desires to know whether the corporations are 
bearing their proper share of the burdens of government and 
whether the taxes paid may reasonably be increased or de- 
creased. 

The prospective investor is interested because he will be able 
to determine whether he may wisely invest. He is entitled to 
know the facts; and without a proper system of accounts he can 
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only surmise or guess what the actual situation is. If he does not 
have the facts, his surmise may or may not prove correct, and 
the uncertainty thereby introduced not only tends to prevent the 
genuine investor from putting money into the securities of pub- 
lic service corporations, but makes it difficult for these corpora- 
tions to secure the funds with which to develop their under- 
taking. 

Further, the efficient and progressive corporation is apt to 
be classed with the non-efficient and badly managed corporation. 
The former suffers because of the misdeeds of the latter, and 
the latter tries to rise upon the record of the former —a condi- 
tion which is injurious to both the investing and the general pub- 
lic and unjust to all concerned. 

It goes without saying that the present bond and stockhold- 
ers having put their money into the enterprise are entitled to 
know the results of operation, and the actual status of the com- 
pany in all details. It is hardly conceivable that any one would 
dispute this assertion; but it is a fact that not infrequently the 
holders of securities have been kept in the dark and ignorant of 
important matters affecting their own company. 

If there is mismanagement or improper use of corporate 
funds, how can stockholders punish the guilty unless they know 
of it? On the other hand, how can they reward efficient man- 
agement or distinguish efficiency from inefficiency, unless there 
are accurate reports revealing facts? 

In order to show accurately the actual conditions, so far as 
they can be presented through the science and art of account- 
ancy, income and expense should be subdivided so as to show 
each source of revenue and the amounts received from each 
source, and the purpose of each expenditure and the amount so 
spent. Of course, this does not mean that a system of accounts 
should show every voucher that is drawn, but there should be 
such a classification of vouchers as to separate each expense 
from others that are not of the same character. 

This will be sought in the systems to be adopted, so that it 
will be possible in the future to analyze expenses and to show 
the cost of performing each separate and distinct function. It 
is only through such a system that the operating man himself 
is able to discern whether there is unnecessary waste or greater 
economy can be secured by more attention to special features. 
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Uniform accounting would not reach the desired result if it 
were not possible to carry comparison beyond the chief items and 
into an analysis of the details which go to make up the main 
rubrics. 

Under a proper system it will be possible not only to com- 
pare the results obtained by the various companies throughout 
Ohio, but also, perhaps, to compare with other states, thereby 
stimulating efficient and economical operation. 

Another purpose of uniform accounting is to state the funda- 
mental principles according to which accounts should be kept 
so as to prevent the charging of items to wrong accounts. This 
problem would be simple if all moneys expended within a fiscal 
period were for labor or materials which were fully utilized or 
consumed during that period, and which were not carried over 
in any degree for use in a following period. But in practically 
every case there is some plant that lasts more than one year, the 
cost of which must not be wholly charged against the service 
rendered in a single year. 

From this fact arises the difficult problem of framing a sys- 
tem which shall secure in each year’s accounts the inclusion of 
the proper portion of the fixed capital or fixed assets consumed 
during that year. 

The danger upon the one hand is that a sufficient amount will 
not be expended or set aside to keep the property of the com- 
pany up to the proper standard. Sometimes rates are too low, 
but more often the straining for big dividends leads to the set- 
ting up of a large book profit by neglecting repairs, renewals or 
provisions for depreciation. The virtual effect of such a policy 
is to hand each stockholder, year by year, a small portion of 
the plant in the shape of dividends. 

Even the common method of including the cost of repairs 
and upkeep of the productive plant in operating expense for the 
year in which the money was actually spent is objectionable, for 
it allows the managers of the enterprise to put either more or less 
money into maintenance, and thus overstate or understate true 
costs at will. Even under conscientious management operating 
costs would vary from year to year according to the amount of 
reconstruction necessary. 


The other danger, of which there has been less experience 
so far, is that an undue amount will be taken out of earnings 
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and spent upon the plant, usually in the form of additions to 
plant. In this case, provided capital receives a fair return, it is 
the user who suffers, for he has been taxed without his leave 
to provide capital for the undertaking and without receiving 
in return either stocks or bonds. 

To guard against this possible overstatement of the operat- 
ing costs, it is necessary to provide that extensions and improve- 
ments of the plant shall be charged to an asset account and not 
to-an expense account. Unless such additions to the assets are 
shown in the fixed assets, their value would be carried as a secret 
reserve until some opportune time for their distribution in the 
form of stock dividends, or in the form of extra cash dividends, 
the funds for which have been meanwhile secured from the sale 
of stocks or bonds to offset the first cost of the additions to plant 
which were made out of earnings. Even if neither of these 
methods is allowed the charging of additions to income is im- 
proper, because thereby costs are abnormally inflated and the 
public is led to believe that profits are not sufficient to warrant 
better service or a reduction in rates. 

Furthermore, the existence of this secret reserve is an in- 
ducement for the manipulator to come in; it is an attractive prize, 
if he can only reach it without running foul of the law in so 
doing. 

All of the foregoing is intended to show that the primary pur- 
pose of a uniform system of accounts is to ensure the integrity 
of capital and the correctness of the charges to costs of opera- 
tions. This term “cost” is used here in a general sense as mean- 
ing all costs incurred, whether for maintenance, operation or 
depreciation. 


Depreciation Scheme 

Public utilities should be required to ascertain the life or 
term of service of their fixed assets, and to include in the operat- 
ing costs of each period a sufficient allowance to cover that part 
of the life of the productive plant which has expired during the 
year. The deterioration that has taken place during the year, 
at times may be no greater than the expenditures for repairs and 
renewals (and included in the operating expenses ), in which event 
the operating expenses afford a true statement of the real cost 
of service rendered. But plant and machinery cannot be made 
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to last forever by repairing. Some allowance must be made each 
year for the expense of eventual replacement. 

The consumption of capital invested in a machine that gives 
ten years’ service is just as much a part of the expense of 
operation as is the cost of materials consumed in a single day, 
and it would be no worse accounting to reckon profits before 
charging up materials consumed and labor used than to do so 
before meeting the cost of expired outlay on machinery and other 
fixed plant. 

In order, then, that capital may not be impaired, a corpora- 
tion must provide not only for repairs and eventual replacement, 
but also for depreciation due to obsolescence and inadequacy. 
New processes are being discovered and new machinery invented. 
Plants must be placed upon the scrap heap long before they are 
completely worn out, because they have been superseded by more 
efficient machinery. Cities are expanding and conditions are 
changing so that occasionally certain portions of the physical 
property have to be reconstructed, because the original plans have 
been outgrown and are thereby rendered useless. Central sta- 
tions must be removed to new locations because urban growth 
has made their first location undesirable or uneconomical. : 

An accounting system should specifically prescribe how these 
factors shall be treated. In the first place, in connection with all 
entries in capital accounts there should be sufficient facts to 
identify every particular item, and the actual money cost should 
be given. 

The next important step to be taken by the corporation (and 
I would advise every company to set to work on this immediately ) 
is to determine what amount should be set aside month by month 
to cover wear and tear, obsolescence and inadequacy. 

Every corporation ought to be required to file with the com- 
mission a copy of the rules according to which this amount is 
computed, together with a sworn statement of the facts and the 
expert opinions and estimates upon which such rules are based. 


Suspense Accounts for Discounts 

The corollary of the principle that asset accounts shall be 
charged with only actual money cost is that discounts and com- 
missions upon securities, issued in payment of cash or other as- 
sets, shall be charged to a suspense account. Any expense in 
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connection therewith should also be charged to this account. 
At or before the close of each fiscal period thereafter a propor- 
tion of such discount and expense, based upon the life of the 
security, should be credited to this account and charged to an 
amortization account, which in turn, should be closed out against 
the current fiscal year’s income. 

The amounts thus set aside should be sufficient to amortize 
the discounts, etc., by the time the debt matures. 


Capitalization of Franchises 

Another important requirement, which carries out the statu- 
tory provisions as well, is that the account Franchises shall be 
charged only with the amount actually paid the state or political 
subdivision thereof in return for the granting of franchise rights 
and with the legitimate expenses incident to procuring such fran- 
chise rights. This should be exclusive of any taxes or other 
annual charge and these amounts of intangible capital value 
should likewise be amortized during the life of the grant. 


Effect of Requirements: 

The effect of these requirements is that every charge to an 
asset account must represent one hundred cents on the dollar in 
money actually spent in creating the property of the corpora- 
tion. When $100.00 of par value of bonds is exchanged for 
$75.00 of cash, to be spent for fixed plant, there is obviously nc 
propriety in charging the fixed asset account with $100.00 to be 
carried there permanently. 

The far-reaching effect of establishing such broad, funda- 
mental principles can hardly be overestimated. The investor will 
be given a guarantee that he has never had before, because one 
of the things which have worried him most has been the fear that 
the capital of the company would be impaired and his investment 
be rendered of little value. No system of accounts that can be 
devised will absolutely prevent impairment, but a well devised 
system will go a great way in that direction, and it will certainly 
keep the amount of actual impairment under safe control. _ 

The removal of such risks will not only attract capital but 
will lead to the obtaining of capital at a lower rate. When an in- 
vestor himself must provide against depreciation and impairment 
out of his interest or dividends, he naturally demands a higher 
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rate of return than if he knows of a certainty that the corpora- 
tion itself has already made ample provision. This inures to the 
benefit of the public as well. 


Treatment of Appreciation 

Under correct accounting principles appreciation in the value 
of property is no off-set to depreciation. The policy adopted by 
many public service corporations of depending upon the increase 
in the value of their assets, consequent upon community growth 
or changes in market values, is not recognized as proper. 

Ultimately, of course, the accounts will reflect these facts. The 
fundamental principle, however, is that any appreciation shall 
not appear in the accounts until it is an actuality, viz., when the 
amount of appreciation has been clearly determined. It should 
then be shown as such and not buried in the making of deprecia- 
tion charges. 

In conclusion I desire to say that it is my hope that the com- 
mission, with its uniform accounting systems based upon the best 
modern practice, will prove to be a real blessing to the utilities 
themselves, although it may possibly appear to some of them quite 
the opposite at this time. 

It has always seemed to me that the much to be regretted situa- 
tion in which so-called “big business” and Uncle Sam find them- 
selves today could have been entirely avoided by the adoption of 
a policy of honest publicity, i.e., by the corporation taking the 
public into its confidence and dealing fairly with it. Speaking 
entirely unofficially, I personally feel that the people do not want 
confiscation ; on the contrary all they want is a fair deal — fair 
to the consumer and fair to the utility. What would be absolute 
equity can only be approximated more or less closely as the ac- 
counting records themselves disclose the truth. I believe that the 
only way in which the corporate history of any public utility 
undertaking can be properly recorded, codified, analyzed and 
summarized is by means of a uniform system of accounting, built 
on the broad principles the commission has in mind and which 
briefly, I have attempted to describe. 
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Treatment of the Returnable Package in Accounts 
By G. V. W. Lyman, C. P. A. (La.) 


The treatment of the returnable package in accounts is a sub- 
ject on which I have found a wide difference of opinion, and I 
believe its discussion would be of benefit to accountants in gen- 
eral. 

The importance of proper records for the returnable package 
exists in many lines of commerce, but notably in the mineral 
water, liquor and cracker businesses. The account presents four 
distinct features: 

1. There is the liability to the customer for the return to him 
of the amount charged for the package, when it is billed out to 
him with merchandise contained therein. 

2. There is the asset of the actual value of the package in the 
hands of the customer to be returned. 

3. There is the loss or expense of maintenance of the pack- 
age, and the loss from wear and breakage or the value of the 
packages worn out and discarded or dumped. 

4. There is the element of profit on those packages which are 
never returned but are broken or retained by the consumer. 

Taking these in the order named, we have first the liability 
to customers. This is very important. In my experience, I know 
of one large factory that was forced to the wall by the redemp- 
tion of returnable packages during a panic. The records did not 
include this liability and the company was unprepared to meet 
the sudden call for the redemption of outstanding obligations of 
this character, which the tightness of money caused people to 
look up and convert into cash. 

In order to handle this item properly it is necessary to start 
at the time the package is billed out to the customer, (see form I 
at end of this article) and separate it from the merchandise 
therein. From the sales sheet it is posted to the customers’ or 
sales ledger (form 2) and it is so recorded there that one may 
at any time ascertain at a glance whether the customer is in- 
debted for merchandise or owes for returnable packages. 

The next step is the credit memo. covering the return of 
these packages (form 3) which, like the sales sheet, is posted 
direct to the customers’ or sales ledgers. The total of packages 
charged to customers is credited monthly to outstanding return- 
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able package account in the general ledger, and this account is 
charged monthly with the packages redeemed both from the total 
of the column in the cash book for those paid for in cash and the 
total of the credit memos for those credited through these 
records. The difference in the outstanding returnable package ac- 
count, if handled in this manner, will at all times show the 
amount, in dollars and cents, of packages outstanding. 

The keeping of the returnable package separate from the mer- 
chandise is important, not only for proper accounting and to as- 
certain the true condition of accounts receivable, but it is also 
important in arriving at proper commissions due salesmen, as 
no factory or business can properly pay a commission on that 
part of the sales which nets them no profit and is only a neces- 
sary expense in their operation. 

The second factor is the asset consisting of the value of the 
package to be redeemed. 

As in almost every case where a returnable container is 
used in trade the price charged for the container exceeds its 
actual cost, this asset cannot equal the amount charged. In 
many cases the original cost is not more than sixty or seventy 
per cent of the charge and its value as an asset is less than its 
original cost, for by use it has become second-hand and requires 
expense in labor and often in material before it can again be 
fit for use. Therefore when considering these outstanding pack- 
ages as an asset, they can only be properly so taken at a value 
not to exceed their cash second-hand worth if returned and in 
stock. This asset only appears on the books, of course, at in- 
ventory periods, and is handled as shown later. 

The third question is maintenance or loss. 

The cost of maintenance is handled as would be any other 
expense account in the records and is covered by an account 
known as maintenance of returnable packages. This includes 
all labor and material used in cleaning or repairing and prepar- 
ing returned containers for use, but does not cover the value of 
containers discarded or dumped. Worn out or discarded con- 
tainers are charged to profit and loss and credited to returnable 
packages account. 

It will be noted that I here introduce a new account, “re- 
turnable packages account.” This account has nothing to do 
with the account known as “outstanding returnable packages,” 
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mentioned above. Returnable packages account is started with 
the inventory of packages on hand in the factory or ware- 
house and the inventory of the actual value of returnable pack- 
ages in the hands of customers. To this account is charged dur- 
ing the year the purchases (at cost) of new containers. It is 
credited with containers discarded or dumped. In other words, 
the returnable package account is the asset account and the out- 
standing returnable packages account is the liability account. 
These two, with the maintenance of returnable packages ac- 
count, complete the accounting record of the returnable pack- 
age in all cases where the container is charged for as a part of 
the selling price of the merchandise; but they do not in any way 
cover the method necessary or desirable where the value of the 
container is not included in the selling price or repurchased by the 
manufacturer, but is simply kept track of and collected by the 
distributor, as is the case in a few branches of trade. 

This now brings us to the fourth and last element, that of 
profit on containers broken or retained by the consumer. 

While this profit does undoubtedly exist, the determination 
of its exact amount is extremely difficult, if not impossible, and 
the only practical method is to determine by experience the 
percentage of the containers sold which are never returned, but 
are paid for by customers and whose age precludes their being 
returned for credit. In arriving at this percentage, care should 
be used to be conservative in order that the liability may not 
be reduced below its real amount. Once ascertained, this profit 
is credited to profit and loss and charged to outstanding return- 
able packages account; but this must be done, of course, before 
the inventory of containers in hands of customers is made up, 
as that also is calculated on a percentage basis and governed by 
the balance shown on the outstanding returnable package account. 


There is another important feature in the proper handling 
of returnable packages which I have not discussed and that is 
the relation to accounts receivable. Unless form 2 or something 
similar is used for a customers’ or sales ledger, it will be very 
difficult to separate the real asset in the accounts receivable from 
the amount due for returnable packages, and in certifying to 
the statement the accountant is likely to deceive the banker or 
stockholder who receives his report as to the real condition of 
the business under examination, and thereby not only to hurt his 
own reputation, but to injure the profession as a whole. 
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I should like to see this subject discussed by others in THE 
Journal oF AccouNTANCY, and trust this article will provoke 
a discussion. 


Heading to be in usual form for sales sheets. 


Date Articles | Mdse. | Pkgs. | Total 
| 
& 
| z | 
| | 
a 
Form No. 1, Sales Sheet, size to be made to suit business. 
Heading to be in usual form for sales ledger sheets. 
DEBIT CREDIT 
“Date | Mase.| Pkgs. | Total | Total | Mdse.| Pkgs. | Date 
1 | 
Form No. 2, Customers’ Ledger, size to be made to suit business. 
Heading to be in usual form for credit memos. 
Date Articles Mdse. Pkgs Total 


Form No. 3, Credit Memos., size to be made to suit business. 
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Theory and Practice 


By ALLAN W. WRIGHT 


“The importance of principle is to be emphasized through- 
out. In simpler situations a shrewd empirical tact suffices; 
in complex ones sound practice is more and more dependent 
on sound theory. Knowledge of principles is necessary to 
offset the limitations of experience and the narrowness of 
interests; the corrective of application is needed to make 
principles real and vital.” + 


In these words PROFESSOR JASTROW states a principle that 
may be followed with profit by every accountant who desires 
eminence and success. 

The words theory and theater come from the same Greek 
root. A theater is “a place for seeing.” In Greek theaters the 
spectators sat on the slope of a hill, where they could look down 
upon the play. 

The word theory, which has been defined to be an organic 
development of the relations between the parts of any systematic 
whole, carries the same idea of things seen in the large, as from 
an elevated and detached viewpoint. If one could be suspended 
above a city, he would lose sight of small things, but would be 
able to form a perfect theory of its design. Its boundaries by 
field and water, its grand divisions, its dissevering streams and 
boulevards and arteries of traffic, its parks and monumental 
buildings would stand out in bold relief, and the relations of parts 
to parts would be clearly seen. 

Similarly the decisive outlines and outstanding importances 
tend to emerge in the regions of knowledge as one rises to a 
superior and comprehensive vision. Fundamental laws and doc- 
trines appear. Frameworks of principle, upon which practices 
are moulded and by which they may be explained, are discerned, 
while details sink to the levels of their relative importance. 

“Shrewd, empirical tact!” How blind to his chief means 
of progress is the accountant who depends upon shrewd tact! 
He feels his way as one in the dark. Finding an office poorly or- 


4 Introduction by JOSEPH JasTROW, head of the department of psychology in 
the university of Wisconsin, to Psychology in Daily Life, by Cant EMIL SEASHORE, 
professor of psychology in the state university of lowa. 
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ganized, he experiments here, adventures there, tries this device, 
that expedient and the other procedure, until by slow, laborious 
and costly experience an organization of more or less efficiency 
is developed. He confines himself to applying the results of his 
own observation, and gropes his way. It is such as he that 
would put cashiers in charge of customers’ ledgers. 

A wiser man realizes that sound practice is dependent upon 
sound theory. He avails himself of the deep insight which science 
gives. He applies the theory evolved from the experimentations 
of other men. To him theory is a torch that casts upon practice 
the illumination of principle. 

The illustrious German strategist, von MOoLTKE, recognized 
the dependence of sound practice upon sound theory. As early 
as 1857 he foresaw the Franco-Prussian war of 1870. In antici- 
pation of it he constructed plan after plan; that is, he theorized 
upon the subject of war between France and Prussia. With the 
fundamental elements of the situation before his mind, the Ger- 
man armies, arms and equipment, transport facilities, means of 
subsistence, the geographical and climatic conditions, the rules of 
the art of war, and the resources and probable movements of the 
French, he continuously revised and perfected his theory for 
thirteen years. 

In accounting, as the complexities of our civilization and com- 
mercial machinery increase, the importance of sound theory in- 
creases. The experimentation that may be permissible in the 
corner grocery will not do for the great company with many, 
far-flung offices. The issues are too grave to be left to the chance 
findings of empiricism. 

Knowledge of principles, or theory, is necessary to offset the 
limitations of experience, or practice, and practice is necessary 
to vitalize, correct and confirm theory. This statement by Pro- 
FESSOR J ASTROW has been expressed by another writer as follows: 
“Theory, without practice to test it, to verify it, to correct it, 
is idle speculation; but practice, without theory to animate it, 
is mere mechanism. In every art and business, theory is the 
soul and practice the body.” 


It is interesting to note that this interdependence and reaction 
between theory and phenomena, or practice, is to be observed in 
the progress of all knowledge and the growth of all science. First 
the slow and unconscious observation by primitive races of men 
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of natural occurrences, such as the apparent movement of the 
heavenly bodies. Then when considerable progress had been 
made, questions about the meaning and causes of the phenomena 
and the connections between them. Next the establishment of 
an hypothesis to explain the phenomena. Then, from the hypothe- 
sis, as a new Starting-point, another series of observations by 
which to test the correctness of the hypothesis. Then more of 
hypothesis, observation and inference, until by successive repeti- 
tions of the process we have arrived at the present state of 
knowledge. 

From the accountant who is content to practise a method 
without knowing its theory, no progress is to be expected. His 
thoughts will never rise from the details to the principles of his 
work, 

Progress comes to men of aspiring spirit; men who thirst 
after an ordered knowledge, and are not satisfied until phe- 
nomena are explained by, and resolved into, causes and reasons, 
principles and laws. But those who would accomplish this may 
not remain on the level of details, or below their level, sub- 
merged by them. They must rise above them, where a compre- 
hensive survey is possible, where relationships can be rightly 
seen, and things assume their true proportions. 

Captain A. T. Manan, the well-known naval authority, has 
effectively expressed this idea in the following words: “. . 
first, the diligent and close study of details, by which knowledee 
is perfected; and, second, a certain detachment of the mind 
from the prejudgments and passions engendered by immediate 
contact, a certain remoteness, corresponding to the idea of phy- 
sical distance, in virtue of which confusion and distortion of 
impression disappear and one is enabled not only to distinguish 
the decisive outlines of a scheme, but also to relegate to their 
true place in the scheme subordinate details, which at ;the 
moment of occurrence had made an exaggerated impression 
from their very nearness.” 

The pursuit of principles is important to the accountant 
because the discovery and formulation of them requires con- 
scious effort to grasp the larger aspects of things, to take a bird’s- 
eye view of a situation. This will enlarge his horizon, ex- 
pand his powers and sharpen the edge of his discrimination. 
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The accountant who strives to master the theory of his pro- 
fession will do more than insure the soundness of his practice. 
He will form a habit of mastery. He will think his problems 
through, and comprehend clearly the philosophy of their solution. 
He will strengthen his powers of analysis. He will increase his 
self-confidence, initiative and resourcefulness. And who does 
not know that these are powerful factors in the making of 
success? 
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EDITORIAL 


Certification of Borrowers’ Statements 


Accountants will learn with peculiar gratification that the 
movement to secure cooperation of bankers in the matter of 
certification of borrowers’ statements is gaining headway and 
that in one city at least definite action has been taken for the 
introduction of rational and business-like methods. 

At a meeting of the Spokane Clearing House Association 
held on March 24th the following recommendation was made by 
a committee and passed by the meeting as a resolution: 


Your committee to whom was referred the question of requiring those 
who seek accommodation from banking institutions to furnish state- 
ments prepared by certified public accountants, report as follows: 

We recommend that, so far as possible, in the case of all firms and 
corporations that seek accommodation, they be requested to furnish with 
their individual statements reports by some recognized and reputable 
accountant; and that such reports shall have been made after a thorough 
examination and at regular periods during the two or three years pre- 
vious to the time when such accommodation is sought. 

We are led to report thus favorably on this question to the clearing 
house, believing that such statements will be equally as beneficial to the 
borrower as to the financial institution that may be entertaining the 
making of the loan to any firm, corporation or individual. 


The foregoing resolution is the first definite action of which 
we have record of an attempt to put into force the resolution 
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adopted by the American Bankers’ Association in 1908 to the 
effect that certification should be encouraged and wherever pos- 
sible made obligatory. There is ample evidence of a general 
desire on the part of bankers to introduce a system which is of 
advantage to all parties concerned and it is somewhat remarkable 
that in spite of this general recognition of the need for certifi- 
cation nothing of a practical nature was done prior to the ac- 
tion taken by the Spokane Clearing House Association. 

Most of our readers are familiar with a book published by 
the American Association of Public Accountants last year in 
which the opinions of approximately eight hundred and fifty 
bankers were given, almost all of which were in favor of re- 
questing that borrowers and note brokers present statements 
certified by public accountants. What has now been done in 
Spokane is merely putting into effect an idea which is almost 
universally approved. 

It may be said that bankers as a whole having been convinced 
of the necessity for certified statements the only thing yet need- 
ful for a general adoption of the principle is a public knowledge 
of the advantages to be derived therefrom. If the public could 
be brought to know and admit the truth that a thorough and 
periodical examination of condition by an independent investi- 
gator invariably leads to better credit relations with the bank 
and is frequently conducive of a better understanding of actual 
conditions, there is no doubt that the public itself would volun- 
tarily submit to investigation and present commercial paper to 
banking houses in confident expectation of more favorable treat- 
ment. 

Naturally any movement so revolutionary in its nature must 
proceed slowly, but there is certainly no cause for discourage- 
ment. Rather is it reason for encouragement that there has 
been so great an advance in so few years. In time other cities 
will follow the example set by Spokane and what is now merely 
a custom of a few of the banks will become almost universal. 

The action taken by the clearing house association of Spokane 
is noteworthy and in an economic sense most valuable. 
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Editorial 


Depreciation of Public Utilities 


The relentless law of equal and opposite reaction which ap- 
plies throughout the realm of physics seems to be almost as im- 
perative in economics. 


One of the most striking instances of this truth is to be found 
in the tendency of the public to insist upon depreciation allow- 
ance in the accounts not only of common carriers but of all 
public utilities as well. A few years ago the item “depreciation” 
(an unfortunate name) was regarded askance by the ordinary 
man and accountants found it difficult and in many instances were 
absolutely forbidden to make provision, other than through 
charges for replacements and renewals, for the exhaustion of the 
capital assets of a corporation or company in which the public 
had any direct interest. It was alleged that the inclusion of de- 
preciation was merely a scheme by which to decrease the ap- 
parent profits from operation so that a few interested persons 
could receive a sort of secret advantage over and above the 
ostensible revenues derived from investment. 


Now, however, a great change has come to pass and the pub- 
lic insists not only that there shall be depreciation but in many 
cases that the depreciation shall be of a fixed amount or per- 
centage. The expression of this insistance is found in the rul- 
ings of sundry intrastate bodies of control. 


Here again the accountant is confronted with a difficulty 
which we believe should be seriously considered. In all prob- 
ability there is not one man in a thousand who is competent to 
determine exactly what rate of depreciation should apply in any 
given instance; and it is absolutely certain that no human being 
could fix a standard rate of depreciation for all corporations or 
companies even if engaged in similar activities. Any measure 
which attempts to fix an arbitrary rate or amount of depreciation 
to cover a class of assets is foredoomed to failure or at the least 
to produce a considerable injustice. At the present time an 
effort is being made in one of the great industrial states of the 
east to regulate the calculation of depreciation irrespective of 
local conditions, obsolescence, wear and tear or any of the other 
factors which contribute to the determination of the useful life of 
assets. Opposition is made to such a proposition and it is to 
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be hoped that there will be a modification of the suggested regu- 
lations. 

We doubt exceedingly if any accountant or group of ac- 
countants, however able, would dare to express an opinion as to 
a general and prevailing rate of depreciation. There is no more 
vexed question than that of depreciation rates, and until the 
study of economics has advanced much further than there is any 
present indication that it will advance, it would be infinitely pre- 
ferable that the laws, rules and regulations governing account- 
ing as related to public service should be capable of elasticity 
sufficient to enable individual cases to be treated on their in- 
dividual merits. 

The interstate commerce commission has never yet attempted 
to fix a general or uniform rate of depreciation and has left it 
to each common carrier to determine its own rate, merely speci- 
fying that there shall be a reasonable allowance for depreciation 
and even this rule is limited in its application to railroad equip- 
ment only. Probably no other controlling commission is half 
so well qualified to determine a matter of this kind as is the 
interstate commerce commission, and it seems not only unwise 
but foolhardy for other commissions, certainly no more capable, 
to attempt to do what the interstate commerce commission has 
heretofore felt unable to do. It is eminently gratifying that the 
principle of depreciation has become recognized. It is an in- 
dication that the public is beginning to understand the funda- 
mentals of sound accounting. But a note of warning is needed 
lest the recognition of a great principle should lead to an at- 
tempt to apply it in a manner inimical to justice and public in- 
terest. 
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Epitep sy Joun B. Niven, C.P. A. 


The rulings published by the treasury department since the last issue 
of THE JouRNAL have been almost wholly directed to the simplification 
of the various forms of certificates which had been prescribed hitherto 
for the administration of the law; and the result has been a considerable 
reduction in the number of forms. This issue of THE JouRNAL contains 
the modifications so far published which are as indicated below: 

T. D. No. 1973 provides for the alteration of form for monthly list 
returns No. 1044 so that the tax withheld from interest on bonds of dif- 
ferent classes or of more than one organization may be reported on one 
form. 

T. D. 1974 does not strictly relate to the modification of a form but 
rather to the simplification of the procedure for deducting tax on in- 
terest on registered bonds. It amends the regulations so as to require 
that the tax will be deducted from the amount of interest due before the 
order itself is issued unless exemption is claimed at least five days before 
the due date of the interest. It further provides for an endorsement on 
the order thus relieving the banks of the necessity of requiring certi- 
ficates of ownership. 

T. D. 1976 gives revised forms of certificates to be used when pre- 
senting coupons or interest orders for collection. The ownership of 
bonds is now divided into four general classes, viz., (1) individuals, 
(2) firms and organizations (3) non resident aliens and (4) fiduciaries. 
Where necessary in each class a form is prescribed for the case in which 
exemption is not claimed and another for the case in which exemption 
is claimed; and so that the forms may be distinguished more easily it is 
provided that the former shall be printed on white paper and the latter 
on yellow paper. Certificates by banks on the other hand are to be 
printed on green paper. 

T. D. 1977 allows foreign banks to execute certificates of ownership 
in behalf of non-resident alien owners of bonds of United States cor- 
porations. 


TREASURY DECISIONS 


(T. D. 1973 April 21, 1914) 


Revision of form 1044, monthly list return of amount of normal income 
tax withheld by first bank or collecting agency. 


Collectors are hereby advised that form 1044, for monthly list re- 
turn of amount of normal tax withheld by first bank or collecting agency, 
has been revised in the following particulars, so that the tax withheld from 
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interest on bonds of different classes or of more than one organization 
can be reported thereon: 

In the section of reading matter bezinning, “To be made in dupli- 
cate,” in the fourth line thereof, change “coupon” to “coupons,” and 
strike out “and interest orders.” 

In the last line, next above the tabular list, strike out the blank lines 
and the words thereunder, “Describe the particular issue of bonds,” and 
“State name and address of debtor organization.” 

Strike out the headings in the tabular list and substitute therefor, 
in separate columns, “Party presenting coupons,” and immediately there- 
under, in separate columns, “Name” and “Address,” “Name of debtor 
corporation,” “Name of particular issue of bonds,” “Amount of income 
subject to tax,” and “Amount of tax withheld.” 

Immediately after and under the line of totals of the tabular list there 
shall be a double rule line. Strike out the words now appearing below 
the total line of the tabular list on form 1044, viz., “Amount of tax re- 
mitted herewith (if any) to collector,” and strike out the dotted line 
following these words, and also the dollar mark on the same line, and 
strike out the double rule line appearing immediately thereunder. 

Strike out all of note A appearing at the bottom of the form. 


(T. D. 1974 April 21, 1914) 


Change of regulations as to certificates of ownership in connection with 
interest orders or cheques for interest on registered bonds. 


Articles 41 and 46 of the regulations are hereby amended so as to 
require, in the case of interest payments on bonds registered as to both 
principal and interest, that debtors in such cases shali deduct the normal 
tax of 1 per cent from accruing interest on all such bonds before sending 
out orders or cheques for said interest to registered owners, unless there 
shall be filed with said debtors, at least five days before the due date 
of said interest, the prescribed certificates claiming exemption. 

Where such certificates are so filed the said debtors shall stamp or 
write on the interest orders or cheques, as the case may be, “Exemption 
claimed by certificate filed with debtor.” 

Where prescribed certificates are not so filed, said debtor shall de- 
duct and withhold the normal tax of 1 per cent from the amount of such 
payment, and shall stamp or write on the interest order or cheque, as 
the case may be, “Jncome tax withheld by debtor.” 

Responsible banks, bankers, or collecting agents receiving for col- 
lection interest orders or cheques bearing the aforesaid indorsements 
may present said interest orders or cheques for collection without re- 
quiring that certificates of ownership be filed therewith. 

Certificates of ownership are not required to accompany interest 
orders or cheques in payment of interest on fully registered bonds, as 
information as to ownership of bonds will be furnished by debtor or- 
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ganizations on monthly list returns, form 1012; but claim for exemption 
must be filed with debtors, or the tax must be withheld; and the form 
of certificate provided for use of owners of coupon bonds may be used 
by owners of registered bonds for the purpose of claiming this exemption. 

Where, because of failure to file certificates claiming exemption, in 
compliance with above regulations, a part of the income from interest 
on registered bonds has been withheld for the payment of the normal 
income tax, debtors may, upon the filing of the proper certificates as pro- 
vided in article 42, income tax regulations, to the extent of exemption 
claimed, release and pay to the persons entitled thereto the amount of 
such income so withheld. 


(T. D. 1976 May 2, 1914) 


Supplemental regulations prescribing revised forms of certificates of 
ownership, exemption, and substitute certificates in lieu of such certifi- 
cates now in use. 


The following certificates are prescribed in lieu of certificates now 
in use, and are to be used in complying with the income-tax regulations 
requiring the filing of certificates when presenting coupons or interest 
orders for collection: 
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Revised Form 1000, 


Ownership Certificate — Individual— EXEMPTION NOT CLAIMED, 
shall be in the following form and shall be printed on white paper: 


Form 
1000. 
Revised. 


TREASURY DEPARTMENT, 
INTERNAL REVENUE — INCOME TAX. 


OwNERSHIP CERTIFICATE — INDIVIDUAL — EXEMPTION NOT 
CLAIMED 


(To be furnished with coupons or interest orders showing ownership 
of bonds.) 


(Full description of bonds, giving name of issue and interest rate.) 


Amount of coupon or registered interest $..... 


(Date of maturity 
of interest.) 

I do solemnly declare that I am a citizen or resident of the 
United States and am the owner of the above-described bonds 
from which were detached the accompanying coupons, or from 
which I am entitled to the above-described registered interest, 
and that all of the information as given in this certificate is true 
and correct. I do not now claim exemption from having the 
normal tax of 1 per cent withheld from said income by the 
debtor at the source. 


* NoTEe 1.— To be filled in only 
ecutes this certificate for owner, T 
in which case the name and ad- i aaa of 


dress of owner must be given, 

and agent first receiv- 

in certi cate must stam across “ee eee 
face, “Satisfied as to identity (Pull “post-office ‘address of 
and responsibility of agent” (giv- owner. ) 

ing mame and address of collect- 


ing agent.) By , Agent. 

Note 2.—If securities are (Usual business signature of 
owned jointly by several persons agent authorized to sign 
one may sign, and the names, ad- for owner.) 


dresses, and proportion of owner- 
ship of each, indorsed on the back 
hereof. 

Note 3.— When numbers of 
bonds are required to be given, 
same are to be entered on back 
hereof. 

(SIGNATURES MUST BE CLEARLY AND LEGIBLY WRITTEN.) 


(Full post-office address of 
agent.) 


On the back of said certificate there shall be printed, for the use of 
joint owners of bonds, the following form, to wit: 


JOINT OWNERS. 


If securities described on other side are owned jointly, the names and 
addresses of owners and the proportion of ownership of each should be 
given. 
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Names. 


Full 


post-office 


address. 


2roportion owned. 
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Revised Form 1000 B, 
Ownership Certificate /ndividual EXEMPTION CLAIMED, 


shall be in the following form, and shall be printed on yellow paper: 


Form OwNneERSHIP CERTIFICATE — INDIVIDUAL — EXEMPTION CLAIMED. 


1000 B. 
Revised. ||(To be furnished with coupons or interest orders showing ownership 
—_—_—_ of bonds and amount of exemption claimed under paragraph C 

of the Federal income-tax law.) 


of interest.) 


si Total exemption allowed under paragraph C, $...... 
< |;Amount of exemption now claimed, $..... 
. - I do solemnly declare that I am a citizen or resident of the 
& 3 ||United States and am the owner of the above-described bonds 
| & ||from which were detached the accompanying coupons, or from 
& & ||which I am entitled to the above-described registered interest, 
2 | jjand that all of the information as given in this certificate is true 
 |fand correct. 
a b 
» 
- * Nore 1.—To be filled in only owner of bonds.) 
| | when duly authorized agent exe- 
ecutes this certificate for owner, 
dress of owner must be given, (Full ot 
2 and collecting agent first receiv- vee { 
ing certificate must stamp across 
face “Satisfied as to identity and 
responsibility of agent” (giving 
name and address of collecting , Agent. 
agent.) (Usual business signature of 
Note 2.—If securities are agent authorized to sign 
owned jointly by several persons for owner.) 
one may sign, and the names, ad- 
dresses, and proportion of own- 
ership of each indorsed on the 
Nore 3.— When numbers of (Full post-office address 
bonds are required to be given, agent.) 


same are to be entered on back 
hereof. 


(SIGNATURES MUST BE CLEARLY AND LEGIBLY WRITTEN.) 


On the back of said certificate there shall be printed, for the use of 
joint owners of bonds, the following form, to wit: 


~ 
{% (Full description of bonds, giving name of issue and interest rate.) ; 
a Amount of coupon or registered interest $..... 
(Date of maturity | 
ata 


Income Tax Department a 
q 


JOINT OWNERS 


If securities described on other side are owned jointly, the names and 
addresses of owners and the proportion of ownership of each should be 
given. 


Names. Full post-office address. Proportion owned. 
| 
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Revised Form 1001, 


Ownership Certificate— FIRMS AND ORGANIZATIONS, 


shall be in the following form, and shall be printed on yellow paper: 


Form 
1001. 
Revised. 


TREASURY DEPARTMENT, 


INTERNAL REVENUE — INCOME TAX. 


OwneERSHIP CERTIFICATE — FIRMS AND ORGANIZATIONS 


(Showing ownership of bonds, which is to be furnished by firms or 
organizations not subject to withholding of tax on interest at source.) 


of interest.) 


I do solemnly declare that the firm or organization named 
below, and of which I am a member or an officer, is the owner 
of the above-described bonds from which were detached the ac- 
companying coupons, or upon which there is due the above-de- 
scribed registered interest, and that under the provisions of the 
Income Tax Law and Regulations said interest is exempt from 
having the tax withheld at the source, and that all the informa- 
tion given herein is true and correct. 


(Signature of person duly authorized 
to sign, and his official position.) 


(Give full post-office address of firm or 
organization.) 


Nore.— When numbers of bonds are required to be given, same are 
to be entered on back hereof. 


| 
5 
| | 
7 (Give name of debtor.) 
(Full description of bonds, giving name of issue and interest rate.) . 
Amount of coupon or registered interest $..... 
(Date of maturity 
; (Name of firm or organization.) 
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Revised Form 1002, 


CERTIFICATE FOR USE OF FIRST BANK OR COLLECTING 
AGENCY, 


shall be in the following form, and shall be printed on green paper: 


Form 
1002. 
Revised. 


TREASURY DEPARTMENT, 
INTERNAL REVENUE — INCOME TAX. 


CERTIFICATE OF BANK or COLLECTING AGENCY. 


(To be presented with coupons or interest orders when not accompanied 
by certificate of owners.) 


* "(Pull description of bonds, giving name of issue and interest rate.) 
ee ae Amount of coupon or registered interest $..... 
(Date "of maturity 

of interest.) 

I (we) do solemnly declare that the bank or collecting agency 
named below has purchased or accepted for collection the ac- 


companying coupons or interest orders from .................. 
Name of party from whom received.) 


and that no certificate of ownership ac- 
( Full post-office address of said party.) 
companied said coupons or interest orders, and that I (we) 
have no knowledge as to who is the owner or owners of the 
bonds (except as noted on back hereof)* upon which the above- 
described interest is due, and the bank or collecting agency 
hereby acknowledges responsibility of withholding therefrom the 
normal income tax of I per cent, in accordance with the regu- 
lations of the Treasury Department. 


(Signature of officer authorized to 
sign and official position.) 


(Full address of bank or withholding agency. ) 

* Notg.— If the ownership of bonds is known to person signing this 

—— - must give the name and address of the owner on the 
ack hereof. 


(SIGNATURES MUST BE CLEARLY AND LEGIBLY WRITTEN.) 
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Revised Form 1004, 
Ownership Certificate— NONRESIDENT ALIENS, 


shall be in the following form, and shall be printed on yellow paper: 


Form | OWNERSHIP CERTIFICATE — NONRESIDENT ALIENS. 

1004. || 

Revised. | (To be furnished with coupons detached from bonds or other obligations 
———_ -- owned by.citizens or subjects, firms, corporations, or organizations 
of foreign countries and who are not residents of the United States.) 


| 
| | 


i} (Give name of debtor.) 


| 
| 
| 


|, (Full description of bonds, giving name of issue and interest rate.) 


*% || of interest.) 

& 
a | I do solemnly declare that the owner of the bonds from 
5 2 ||which were detached the accompanying coupons, or upon which 
5 S ||there matured the aforesaid registered interest, is a nonresident 

& & jlalien in respect to the United States, and is exempt from the in- 
fe 
< | ||come tax imposed on such income by the United States Govern- \ 
# # |/ment under the law enacted October 3, 1913; that no citizen of 
~ % |\the United States wherever residing, or foreigner residing in 
a & ithe United States or in any of its possessions, has any interest 
= = /||in said bonds; and that all of the information as given in this 
Ps 2 tone is true and correct. 

4 (Signature of owner or, if organization, 

Name.) 


(If organization, signature of official au- 
thorized to sign, and official position.) 


(Full post-office address of owner.) 


Nore.— When numbers of bonds are required to be given, same are to 
be entered on back hereof. 


(SIGNATURES MUST BE CLEARLY AND LEGIBLY WRITTEN.) 


| — 
| a ae Amount of coupon or registered interest $..... 
(Date of maturity 
| 
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Revised Form 1007, 


CERTIFICATE CLA(MING EXEMPTION, 


allowed citizens and resident aliens under paragraph C, shall be in the 
following form, and shall be printed on yellow paper: 


Form 
1007. 


Revised. 


TREASURY DEPARTMENT, 


TAX. 


INTERNAL REVENUE — INCOME 


Date, 


EXEMPTION CERTIFICATE ——. 


||\(For claiming exemption at the source as provided in paragraph C of 


the Federal income tax law of October 3, 1913.) 


(Full post-office address.) 


I hereby serve you with notice that I am single — married, 
with my (wife — husband) living with me, and that I now claim 
the benefit of the exemption of , as allowed in paragraph 
C of the Federal income tax law of October 3, 1913 (my total 
exemption under said paragraph being $ >. 


Signed : 


Address: 


(Full post-office address.) 


Note.— Claim for exemption on Form 1007 can be filed with the debtor 


or withholding agent at any time, not less than 30 days prior to 
—— first mext succeeding the year for which exemption is 
claimed. 


(SIGNATURBS MUST BE CLEARLY AND LEGIBLY WRITTEN.) 


vv 
| im 
— 
— 
T 
(Give name of withholding agent.) la 
| 
— 
— 
— 
| 
| } 
| 
| 
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— 
— 
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Revised Form 1015, 
Ownership Certificate— FIDUCIARY, THE SOURCE, 
shall be in the following form, and shall be printed on yellow paper: 
OwNeRSHIP CERTIFICATE Fipuciary, THE Source. 


Revised. ||(To be filed with debtor or withholding agents by fiduciaries claiming 
—eed exemption from withholding at the source.) 


of interest.) 


I (we) do solemnly declare that the estate or trust named 
below is the owner of the above-described bonds from which 
were detached the accompanying coupons, or upon which there 
is due the above-described registered interest, and acting for the 
estate or trust in the capacity herein stated, I (we) hereby de- 
clare that I (we) do now claim exemption from having the 
normal tax of 1 per cent withheld from said income by the 
debtor at the source. I (we) hereby assume the duty and re- 
sponsibility, imposed upon withholding agents under the law, 
of withholding and paying the income tax due, for which I (we) 
may be liable. 


TREASURY DEPARTMENT, 


INTERNAL REVENUE — INCOME TAX. 


(Full post-office address.) 


Notr.— When numbers of bonds are required to be given, same are to 
be entered on the back hereof. 


(SIGNATURES MUST BE CLEARLY AND LEGIBLY WRITTEN.) 
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(Give name of debtor.) : | 
(Full description of bonds, giving name of issue and interest rate.) 
re |e Amount of coupon or registered interest $..... 
(Date of maturity 
(Name of fiduciary.) ’ (Capacity in which acting.) 
(Name of estate or trust.) 
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Revised Form 10109, 
Certificate of Ownership — FIDUCIARY, NOT SOURCE, 


shall be in the following form, and shall be printed on white paper : 


Form 


1019. 
Revised. ||(To be filed with debtor or withholding agents by fiduciaries when not 


TREASURY DEPARTMENT, 


INTERNAL REVENUE — INCOME TAX. 


OwnersHip CertiFicate — Fipuciary, Not Source. 


claiming any exemption, as an alternative to the filing of Form 
No. 1015 in which exemption is claimed.) 


. 


“(Ful description of bonds, giving name of issue’ and interest rate.) 


ee I9gl. Amount of coupon or registered interest $... 
(Date of maturity 
of interest.) 


I (we) do solemnly declare that the estate or trust named 
below is the owner of the above-described bonds from which 
were detached the accompanying coupons, or upon which there 
is due the above-described registered interest, and acting for 
the estate or trust in the capacity herein stated, I (we) hereby 
declare that I (we) do not now claim exemption from having 
the normal tax of 1 per cent withheld from said income by the 
debtor at the source. 


(Full post-office address.) 


NorTs.— When numbers of bonds are required to be given, same are to 
be entered on the back hereof. 


(SIGNATURES MUST BE CLEARLY AND LEGIBLY WRITTEN.) 
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Form 1058, 
Substitute Certificate— EXEMPTION CLAIMED, 
shall be in the following form, and shall be printed on yellow paper: 


Form | Supstitute CERTIFICATE — EXEMPTION CLAIMED. 


(To be attached to interest coupons when the collecting agent's certifi- 
| cate is substituted for the certificate of owner in which exemption 
| was claimed.) 


(Full description of bonds, giving name of issue and interest rate.) 


oe , 191. Amount of coupon or registered interest $..... 
(Date of maturity 
j of interest.) 


\|Total exemption allowed under paragraph C, $......... 
Amount of exemption claimed, $......... 
I (we) do solemnly declare that the owner of the above- de- 
‘scribed bonds from which were detached the accompanying in- 
lterest coupons has filed with me (us) a certificate of ownership, 
Form Ne. ...... , duly executed and filled in according to 
[Treasury Regulations, which certificate has been indorsed by 
me (us) as required by Treasury Regulations, and that under 
'|the provisions of the income tax law and regulations, said in- 
iterest is exempt from the withholding and payment of the in- 
come tax at the sources, or that exemption was claimed as stated 
herein; and I (we) do hereby promise and pledge myself (our- 
selves) to forward the said certificate to the Commissioner of 
‘Internal Revenue, at Washington, D. C., not later than the 2oth 


TREASURY DSPARTMENT, 
INTERNAL REVENUB — INCOME TAX. 


\|iday of next month, in accordance with "Treasury Regulations. 

| (Name of bank or collecting agency.) 
(Signature of person authorized to sign, 

and his official position.) 

(Full post-office address of collecting 

agency.) 
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1] (Give name of debtor.) } 


Income Tax Department 


Form 1059, 


Substitute Certificate— EXEMPTION NOT CLAIMED, 


shall be in the following form, and shall be printed on white paper: 


Form 
1059. 


TREASURY DEPARTMENT, 


INTERNAL REVENUE — INCOME TAX. 


SusstituTe CERTIFICATE — EXEMPTION Not CLAIMED. 


(To be attached to interest coupons when collecting agent’s certificate 
for certificate of owner in which exemption was not 
claim 


(Full description of bonds, giving name of issue and interest rate.) 


ac a IQl.. Amount of coupon or registered interest $..... 
(Date of maturity 
of interest.) 


I (we )do solemnly declare that the owner of the above-de- 
scribed bonds from which were detached the accompanying cou- 
pons has filed with me (us) a certificate of ownership, Form 
ee ee duly executed and filled in according to Treasury 
Regulations, which certificate has been indorsed by me (us) 
as required by Treasury Regulations, and which certificate did 
not claim any exemption from having the normal tax of I per 
cent withheld by the debtor at the source; and I (we) do hereby 
promise and pledge myself (ourselves) to forward the said certi- 
ficate to the Commissioner of Internal Revenue at Washington, 
D. C., not later than the 20th day of next month, in accordance 
with Treasury Regulations. 


(Name of bank or collecting agency.) 

ignature of person authorized to sign, 
and his official position.) 


(Full post-office address of collecting 
agency.) 


All certificates shall be, in size, 8 by.3% inches, and shall be printed 
to read from left to right along the 8-inch dimension. 

All certificates claiming exemption shall be printed on yellow paper; 
all certificates not claiming exemption shall be printed on white paper; 
and certificate form 1002, for use by the first bank or collecting agency, 
shall be printed on green paper. 

All paper upon which certificates shall be printed shall correspond 
in weight and texture to white writing paper 21 by 32, about 40 pounds to 
the ream of 500 sheets. 

Certificates heretofore authorized, when properly executed, will be 
accepted up to October 1, 1914. 
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The revised certificates hereby provided will be printed by the Govern- 
ment and furnished without cost for the use of bond owners. 

All existing regulations which may be in conflict with the prescriptions 
of this regulation are hereby superseded. 

Individuals or organizations desiring to print their own certificates 
may do so, but certificates so printed must conform in size and be printed 
in similar type, upon the same color, shade, and weight of paper as used 
by the government.¢ 


a Sample certificates showing size of type and color of paper can be secured 
from collectors of internal revenue in their several districts or from the commis- 
sioner of internal revenue at Washington, D. C. 


(T. D. 1977 May 2, 1914) 


Ownership certificate to be executed by foreign banks, bankers, etc., 
claiming exemption of nonresident alien from income tax on interest 
on bonds owned by said nonresident alien, viz.: Citizens or subjects, 
firms, corporations, or organizations of foreign countries who are not 
residents of the United States. 


For the purpose of complying with income-tax regulations requiring 
the filing of certificates of ownership of bonds when presenting cou- 
pons or interest orders for collection of interest on bonds of domestic 
corporations of the United States owned by nonresident aliens as to the 
United States, a certificate in the form following is provided, which may 
be executed by responsible banks or bankers in foreign countries for and 
in behalf of nonresident alien owners of bonds of United States cor- 


porations: 


} 
| 
| 
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Form 
1060. 


TREASURY DEPARTMENT, 
INTERNAL REVENUE — INCOME TAX. 


Income Tax Department 


OwNERSHIP CERTIFICATE — NONRESIDENT ALIEN— TO BE 
Executep By Banks, BANKERS, Etc. 


}|\(For use by foreign banks or bankers, to accompany coupons detached 


from bonds or other obligations owned by citizens or subjects, firm 
corporations, or organizations of foreign countries, and who are no 
residents of the United States.) 


Amount of coupon or registered interest $..... 
(Date of maturity 
of interest.) 


I (we) do solemnly declare that the owners of the bonds 
from which were detached the accompanying coupons or upon 
which there matured the aforesaid registered interest are non- 
resident aliens as to the United States and are exempt from the 
income tax imposed on such income by the United States Govern- 
ment under the law enacted October 3, 1913; that no citizen of 
the United States, wherever residing, or foreigner residing in 
the United States or in any of its possessions, has any interest 
in said bonds; and that all of the information as given in this 
certificate is true and correct. I (we) hereby agree that if at 
any time within three years from the date of this certificate it 
shall appear that the income or any part thereof represented or 
covered by this certificate was or is subject to the normal tax 
imposed by the United States, upon presentation of proof of 
that fact to me (us) by, from, or through the Commissioner of 
Interna: Revenue, Washington, D. C., I (we) will pay and remit 
to the United States Government the amount of tax claimed to 
be due; and I (we) hereby further agree that whenever in the 
judgment of the Commissioner of Internal Revenue it shall be 
necessary in or to the administration of the income-tax law, I 
(we) will, upon request of the said Commissioner of Internal 
Revenue, disclose and furnish to him the names and addresses 
of the owners and the amounts of the bonds aforesaid. 


(Full post-office address of bank or 
banker.) 


Note.— When numbers of bonds are uired to be given, same are to 
be entered on back hereof. 


(SIGNATURES MUST BE CLEARLY AND LEGIBLY WRITTEN.) 
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When foreign banks or bankers shall use the foregoing certificate, they 
may include in one certificate all the coupons from bonds of the same 
class and same issue, and may include in one certificate all the interest 
orders or cheques for interest on registered bonds of the same class and 
same issue. 

The above certificate shall be in size 8 by 3% inches, and shall be 
printed to read from left to right along the 8-inch dimension. 

The certificate shall be printed on yellow paper and such paper shall 
correspond in weight and texture to white writing paper 21 by 32, about 
40 pounds to the ream of 500 sheets. 

The revised certificate hereby authorized will be printed by the 
Government and furnished without cost. 

Individuals or organizations desiring to furnish their own certificates 
may do so, but certificates so printed must conform in size to that pre- 
scribed above and be printed in similar type upon the same color, shade, 
and weight of paper as used by the government. 

Sample certificates showing size of type and color of paper can be 
secured from collectors of internal revenue in their several districts, 
or from the commissioner of internal revenue, Washington, D. C. 
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Students’ Department 
Epitep By SEYMOUR WALTON, C. P. A. 


The following letter was turned over to this department. It speaks 
for itself, and is welcomed, as will be any other intelligent criticisms of 
the department, or of anything which appears in it. 


Brooklyn, N. Y., Apr. 25, 1914. 


Editor, The Journal of Accountancy: 

Dear Sir: 

On page 313 of the April number of THe Journat the editor of the 
Students’ Department tries to explain double-entry bookkeeping by per- 
sonifying the business. He conceives of the business as an imaginary 
person capable of owing and of being owed and regards this imaginary 
person as the agent of the proprietor, standing between him and the 
outside world. Therefore, the assets of the proprietor are assets of the 
business, the liabilities of the proprietor are liabilities of the business, 
the net asset of the proprietor is a liability of the business to the proprie- 
tor, and the assets and liabilities of the business are always equal. In 
following that line of argument he seems to be unconscious of the fact 
that he is violating the laws of rational speech, that he is using relative 
terms from a double standpoint. When he says that the accounts pay- 
able are a liability he means liability of the proprietor, and when he says 
that the net asset is a liability he means liability to the proprietor. He 
is simply reversing the use of words; liability of the proprietor and 
liability to the proprietor are opposites. 

It seems to me that the time has come when accountants should aban- 
don that untenable position and recognize the fact that their occupation 
will never stand upon an equal footing with other professions until 
they learn to use words in their proper sense, until they learn to say 
asset when they mean asset, liability when they mean liability, and net 
capital when they mean net capital. 

Yours very truly, 
C. M. VAN CLEVE. 


Referring to the above, I think that I have been misquoted. I did not 
conceive of the business as an imaginary person. In the first hypothesis, 
I supposed the business to be financed by A, and therefore to belong to 
him, but to be managed by B, under the name of B & Co., both A and B 
being real persons. In the second hypothesis, A remains as the proprietor, 
but B, the manager, is replaced by A as manager. “He is acting as A 
the capitalist, and A & Co. the business.” There is no imaginary person 
dragged in at all. A is a real person whether he is in one respect the 
proprietor, or in another respect the manager or representative of the 
business and its operations. It is not an unusual thing for a man to ap- 
pear in two capacities. If Jones is the executor of an estate that has 
current liabilities of $10,000.00, with no ready money on hand, Jones may 
advance out of his own funds $4,000.00 to pay off pressing claims. Jones, 
as executor now owes $6,000.00 to ordinary creditors and $4,000.00 to 
Jones, the individual. I cannot say that the estate owes these two amounts, 
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because Mr. Van Cleve says that would be personifying the estate. Some- 
how, Jones cannot get it out of his head that some one owes him $4,000.00, 
but, of course he is mistaken, because if anyone does, the amount is an 
asset to Jones, which according to Mr. Van Cleve it cannot be, because 
it is a liability of Jones, executor. Substituting executor for proprietor, 
he says; “He is simply reversing the use of words; liability of the 
proprietor (executor) and liability to the proprietor (executor) are op- 
posites.” 

As a matter of fact, it is impossible for a money debt to exist that 
is not dual in character. If Smith buys $1,000.00 worth of goods from 
Brown, the $1,000.00 is both a liability and an asset, an account payable 
on Smith’s books and an account receivable on Brown’s. If Smith gives 
his note for the amount it is his note payable and Brown’s note receivable. 
A bond of the city of New York is an asset in the hands of an investor 
and a liability on the part of the city. 

I am perfectly in accord with Mr. Van Cleve in his statement that 
accountants should use words in their proper sense. Let us begin with 
his use of the words “net asset.” I cannot find any place where I have 
said that net assets are a liability. Net assets are what is left when all 
debts other than those of the proprietor are paid or provided for. They 
are still assets and nothing can change their character as long as they 
exist. Offsetting them is net worth, which is a liability to be paid for 
out of their proceeds. Because net assets are, of necessity, the same 
amount as net worth is no excuse for confusing the two terms, and call- 
ing net assets a liability. But net worth is only another name for net 
capital. If net capital is not a liability by some person or some things 
to the owner of the capital, what is it? Merely because it is not exigible 
until the business is wound up does not change its inherent character. 
When the business is wound up, the capitalist receives his money, or 
what there is left of it, his net capital. No person ever receives money, 
as a business proposition, from another, unless that other is liable to him 
for it. If the net capital is a liability to the capitalist in the final settle- 
ment, why has it not been a liability to him during the whole life of the 
business? Merely stating that it was not is no argument. 

I do not think that I am “violating the laws of rational speech,” when 
I claim that accounts payable are a liability of the proprietor, because 
incurred for his benefit, while net worth or net capital (not net assets) 
is a liability to the proprietor, because it was contributed by him and 
must eventually be repaid to him. 

If the business of A & Co. is only one part of A’s personal 
fortune, and he keeps a complete set of personal books, how would his 
investment in A & Co. appear on those books? Unquestionably as an 
asset, a money debt due eventually from A & Co. But since every money 
debt is both an asset and a liability, this asset on A’s personal books must 
have its corresponding liability somewhere. If it is not on A & Co.’s 
books in A’s capital account, where is it? 
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C. P. A. EXAMINATIONS 


The object of the following remarks is not to make invidious criticisms 
of any particular examination, or to find fault with any one board of 
examiners. The idea is entirely to stimulate a discussion in this depart- 
ment that will result in a general consensus of opinion as to the character 
of the questions to be asked, and also as to the kind of answers that are 
to be expected. In regard to the answers, it is very important to the ap- 
plicant that he know to what extent he is to elaborate his statements and 
how much he is expected to explain his conclusions. Therefore, criticism 
is freely invited of the answers as submitted. If they are not properly 
set up, or if anything essential is omitted, let the examiners say so. 

The fact that the problems submitted are taken from the Virginia ex- 
amination of last October is a mere accident. They happened to be 
available at the time, and were not specially selected. 

The first one is an example of many in which too little information 
is given to enable one to answer it as it should be answered. A general 
statement could have been made as to the proportionate value of the 
space occupied by each department and as to the cost of the furniture and 
fixtures in each, which would afford a basis for the allocation of expenses 
other than those directly chargeable to each department, without intimat- 
ing just how the allocation is to be made. 

An accurate trading account for each department is impossible from the 
data submitted. In such a business all the expenses that are incurred for 
each department specifically should be charged to that department. Rent 
and other house expense, such as janitor service, should be allocated on 
the rental value of the space occupied by each department, based on its 
location as well as on the number of square feet occupied. The haber- 
dashery would probably be located near the entrance, with the idea that 
men visiting either of the other departments might be attracted by some 
necktie or other article that might strike their fancy as they passed. This 
department should therefore be charged more per square foot than the 
others. 

Insurance should be charged to each department on the basis of the 
average stock carried in each. 

Depreciation on furniture and fixtures for each department should be 
based on the value of the equipment in each. As clothing is usually kept 
in piles on comparatively cheap tables, and shoes are carried in boxes 
fitting into pigeonholes against the wall, while haberdashery would be 
kept in glass showcases, the value of the equipment of the smaller depart- 
ment might easily be greater than that of the other two together. To 
none of these things is there any clue in the problem. 

All this is very confusing to the examinee, who has only a few minutes 
in which to make up his mind as to the proper treatment to give each 
item. He probably knows enough to be sure that the examiners want 
some disposition made of the rent, insurance, depreciation, and possibly 
general expense and office salaries, other than carrying them as unallocated 
expenses of the whole business. Otherwise his departmental trading ac- 
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count is a matter of simple arithmetic — inventory plus purchases minus 
inventory equals cost of goods sold. Adding wages and deducting the 
total from sales gives gross profit of the department. 

In this dilemma, he jumps to the conclusion that the examiner wants 
him to allocate the expenses on the basis of the sales. Possibly he is 
right as to the wishes of the examiner, but he is certainly wrong in the 
accounting principle. The value of the goods sold is no criterion of the 
rental to be charged. If it were, a small tray of diamonds in a jewelry 
store would be charged more rent than cheap plated silverware occupying 
a dozen shelves. 

Possibly, the intention is to spread the expense on the ratio of the direct 
wages, which vary rather closely in harmony with the sales; but again 
there is no necessary connection. 

It would have been comparatively easy to have given the data neces- 
sary to an intelligent understanding of these points, such as an accountant 
on the spot could quickly ascertain for himself. Then the accounting 
ability of the applicant would be shown by the way in which he treated 
the data. As it stands, the problem is a question of mere bookkeeping. 
After the gross profits of the three departments are ascertained, as in- 
dicated, there would be deducted the general expense, office salaries, rent, 
taxes, insurance, and depreciation to find the profit from operations. 
Then the bad debts would be deducted to find the net profit of the busi- 
ness. The disposition of profits would show first the interest on partners’ 
capital and finally the division of the remainder between the two partners. 
The crediting of interest on capital is, of course, entirely useless, since 
profits are divided on the capital ratios, but the problem calls for it. 

The problem as it stands is as follows: 


PROBLEM 
The ledger of the firm of Cutter & Fitler, retail dealers in men’s 


clothing and furnishings, showed the following balances on December 31, 
1912: 


Dr. Ce. 

Inventory, Jan. I, I9I2: 

Haberdashery department ..................... 4,711.44 
Purchases: 

Haberdashery department ..................... 12,680.27 
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Sales: 
Haberdashery department ..................... 18,560.26 
Wages: 
Haberdashery department 087.65 
782.96 
Amos Cutter, withdrawal account ................ 3,701.68 
Hiram Fitler, 1,850.84 


Inventories on December 31, 1912, are as follows: 


Prepayments on that date are: 


There are no accrued liabilities. 
Depreciation of 10% is to be written off from furniture and fixtures. 
Each partner is to be credited with 6% interest on his capital. 
No interest is to be charged on partners’ withdrawals. 
Net profit or loss to be divided: Cutter 2/3, Fitler 1/3. 
Prepare the following: 
1— Trading account for each department. 
2— Profit and loss account. 
3— Capital account of each partner. 
4— Balance sheet. 


SoLuTION 
Trading Accounts 


Clothing Department 


Inventory, Jan. 1 ...... $ 12,680.54 aiSales ................+. $ 54,723.57 
36,148.83 Inventory, Dec. 31 ..... 14,400.23 
Trading gross profit .. 17,483.03 
$ 60,180.80 $ 60,180.80 
461 


4 She 
# 
“a 
— 
$144,508.61 $144,508.61 
| 
it 
a 
4 
— 
if 
ig 
| 
q 
a 
| 
' 


The Journal of Accountancy 


Shoe Department 


Inventory, Jan. I ...... $ 23,107.82 
15,291.34 Inventory, Dec. 31 ..... 4,913.62 
1,324.80 
Trading gross profit .. 6,185.52 

$ 28,021.44 $ 28,021.44 


Haberdashery Department 


Inventory, Jan. I ....... $ 18,560.26 
Aer 12,680.27. Inventory, Dec. 31 ..... 5,028.96 
087.65 
Trading gross profit ... 5,200.86 

$ 23,589.22 $ 23,589.22 


Profit and Loss 


General expense ....... $ 1,834.19 Clothing profit ......... $ 17,483.93 
Office salaries ......... $ 1,450.0 Shoe profit ............ 6,185.52 
3,000.00 Haberdashery profit .... 5,200.86 
463,28 
Dep’n furniture and fix- 
20,552.52 
$ 28,879.31 $ 28,879.31 


Disposition of Profit 


Interest, Cutter’s capital$ 1,200.00 Net profit .............. $ 20,552.52 
Fitler’s 609.09 
Cutter 2-3 of remainder 12,501.68 
Fitler 1-3 “ ” 6,250.84 
$ 20,552.52 $ 20,552.52 


The partners’ accounts are shown in the balance sheet. 
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BALANCE SHEET, DECEMBER 3:ST, 1913 


Assets 


Furniture and fixtures .$ 5,710.43 


Liabilities 


Amos Cutter, capital: 


Inventories : Balance 
Clothing . .$14,466.23 Jan. 1 ..$20,000.00 
Shoes .... 4,913.62 Interest ... 1,200.00 
Haberdash- Profit .... 12,501.68 
ery .... 5,028.06 24,408.81 
Bills receivable ........ 1,650.00 Drawings . 3,701.68 $ 30,000.00 
Accounts receivable ..... 28,226.06 —_——_——_ 
2,806.14 Hiram Fitler, capital: 
Deferred charges: Balance 
168.22 Jan 1 ..$10,000.00 
Insurance . 57.30 225.52 Interest ... | 500.00 
Profits ... 6,250.00 
$16,850.84 
Drawings . 1,850.84 15,000.00 
Accounts payable ...... 12,518.30 
5,598.66 
$ 63,116.96 $ 63,116.96 


ProFrit AND Loss 


As an example of the incorrect use of a term and the equally incor- 
rect treatment of a subject may be cited profit and loss. This term 
should be applied solely to the account through which the nominal ac- 
counts arising from the normal operations of a business are periodically 
cleared. The items entering into it are only those which arise during the 
period covered by it. The final balance of the account will, therefore, 
represent the net profit or loss of the normal operations of the period. 
Any other increases or decreases of the net worth of the business should 
be reflected in the surplus account. The surplus is the sum of the total 
undistributed profits to date, and has been accumulated for the purpose 
of providing for any contingencies that may arise outside of the regular 
business operations. 

Such a contingency is a loss by fire. To put such a loss into the 
profit and loss account of the year is virtually saying that a fire is part 
of the normal operations of the business. 

The following problem from the Virginia examination has recently 
been answered in print by bringing in the loss by fire as part of the clos- 
ing profit and loss entries, which end with a balance, net loss $84.94, for 
the period. 

Accountants should be very particular as to the treatment given such 
a subject, especially when they publish their answers. The student who 
reads such an answer in a magazine that is supposed to make a specialty 
of accounting subjects is led to adopt wrong views, and is more to be 
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pitied than blamed when a similar answer may gain him a low mark in an 
examination. 

As to the problem, it is eminently fair and well stated. All the infor- 
mation necessary is clearly given, and there is no special technical principle 
that every accountant is not expected to know. The application of the 
80% clause cannot be called a technicality, because it is something that 
every business man is expected to know. 


PROBLEM 


The Carson Clothing Company, wholesale dealers in men’s clothing, 
were burned out on the night of September 30th, their furniture, fixtures 
and merchandise being a total loss. 

On June 30, 1913, (the date of their last inventory) the company’s 
condition was as follows: 


Assets Liabilities 

$ 6,473.62 Accounts payable ...... $ 33,482.53 

Accounts receivable .... 50,618.24 Bills payable ........... 16,201.11 

Bills receivable ........ 9,203.16 

Mdse. inventory ....... 29,592.67 $ 49,773.64 

Furniture and fixtures.. 2,293.17 Capital Etc.: 

Prepaid taxes and ins... 476.24 Capital stock ........... 40,000.00 
17,883.46 


$107,657.10 


After entering and posting all transactions to the close of business on 
September 3oth, their ledger shows the following balances: 


Inventory, June 30, I913 ..... 20,592.67 
du cece $ 38,947.10 
48,300.59 


$179,942.62 $179,942.62 
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The company’s gross profit on sales has been very uniform, averaging 
twenty-five (25) per cent ever since the business was started. Ten 
(10) per cent for depreciation has been written off from furniture and 
fixtures every year. 

The insurance carried was $25,000 on merchandise and $2,000 on fur- 
niture and fixtures, all policies containing the 80% co-insurance clause. 

Prepare the following: 

1 — Statement showing amount of loss and amount of claim against 
the insurance companies. 

2— Profit and loss account as of Oct. 1, 1913, (the prepaid taxes 
on that date being $238.10). 

3— Balance sheet as of Oct. 1, 1913. 


SOLUTION 


As the gross profit on sales has been uniform at twenty-five per cent, 
deducting that percentage from the sales will give the cost of the goods 
sold in the period. Knowing this, the approximate value of the inventory 
at the time of the fire is found thus: 


$ 77,893.26 
Cost of goods sold, 75% of $63,857.68 ..............2.-ceeeee 47,803.26 


As 80% of $30,000.00 is $24,000.00 and they were carrying $25,000.00, the 
80% co-insurance clause is covered, as is also true of the furniture and 


fixtures. 


Fire Loss 
$ 30,000.00 Claim against ins. co. ..$ 27,000.00 
Furniture and fixtures .. 2,235.84 Loss, dr. to surplus .... 5,554.95 
Unexpired insurance ... 319.11 
$ 32,554.95 $ 32,554.95 


This is not strictly accurate, since three months’ insurance should have 
been taken up in the profit and loss, but we have no means of judging 
how much this would be. As the policies are cancelled by a total loss, 
the unexpired insurance is wiped out, and since this was done by the 
fire, it is a proper charge to fire loss. This is a point seldom noticed in 
making the statement of a loss by fire. 

An account should always be opened for fire loss, to which will be 
charged the assets lost at their book value. If any of them are fixed 
assets, such as machinery, they should first be reduced to their book value 
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by a credit to them of the reserve for depreciation. A record is thus 
made on the books in permanent form. As soon as the loss is adjusted, 
the fire loss account may be credited and the insurance companies charged, 
or the credit may be deferred until the money is paid, and may then be 


made direct from the cash book. 


In any event, the balance of fire loss 


account is covered into surplus, and not into profit and loss. It is an ex- 
traordinary and not a normal loss of the business. 


Prorit AND Loss, THREE MontHs ENDED SEPTEMBER 30, 1913 


Inventory, June 30, '13 .$ 20,592.67 


48,300.59 Inventory, Sept. 30, "13 . 30,000.00 
Salaries and wages ..... 2,892.50 
1,624.50 
Selling expense ........ 3,192.88 
Furniture and fixtures, 
57.33 
Trading profit ......... 5,470.01 
$ 93,857.68 $ 93,857.68 
SuRPLUS 
ere $ 5,554.05 Balance June 30, ’13 ..$ 17,883.46 
Dividend paid ......... 6,000.00 Profits as above ...... 5,470.01 
Balance, Sept. 30, 13 ... 11,798.52 
$ 23,353.47 $ 23,353.47 
BALANCE SHEET, SEPTEMBER 30TH, 1913 
Assets Liabilities 
$ 3,417.07 Accounts payable ...... $ 38,047.10 
Accounts receivable . 71,029.82 Notes payable ......... 19,254.38 
Notes receivable ....... . 40,000.00 
Insurance companies eee 11,798.52 
Pregess .......... 238.10 
$110,000.00 $110,000.00 


This brings out clearly the true situation, both as to the trading profit 
and the financial condition. 


BANK STATEMENTS 


The second problem of the Virginia examination requires an intimate 
knowledge of the national bank law. The same is true of the fifth question 
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in auditing in the same examination which asks for a statement of the 
legal reserve of a bank whose figures are given in detail. 

It is questionable to what extent examiners are justified in giving 
problems and questions that require a knowledge of technical points. 
peculiar to a certain line of business, as distinguished from general ac- 
counting principles that govern all commercial transactions. It is not 
necessary for an accountant to have at his finger ends the peculiar techni- 
cal requirements, because he can easily acquaint himself with them when 
occasion requires. A national bank examiner would naturally know them 
all, because he is in constant touch with them, but an ordinary account- 
ant, doing a varied class of work, would only occasionally need this. 
technical knowledge, and cannot be expected to burden his mind trying 
to remember it. Every national bank has a copy of the law and of the 
rules and regulations of the department, reference to which will give 
the accountant all the information he needs. A lawyer is not expected 
to give an opinion off-hand on any intricate legal point, but he is sup- 
posed to know what the general principles of law are. It does not seem 
unreasonable to apply the same rule to accountants. 

In the following bank problem, it may be admitted that any one 
should know that the funds on deposit with the reserve agents of the 
East End National Bank, would not serve as part of the reserve of the 
Central National Bank, an entirely different institution, but even that 


requires a knowledge of how one bank makes arrangements to have 


another act as its reserve agent. It is doubtful whether all, even among 
national bank men, would know just what would be the status of the 
circulation, the bonds securing it, and the redemption fund with the 
treasurer of the United States. 


PROBLEM 


An agreement has been reached whereby the Central National Bank 
is to absorb the East End National Bank. The former is to assume all 
of the liabilities of the latter and is to take over all of the latter’s assets, 
excepting the banking house and fixtures (which are to be conveyed to 
a trustee, for sale and distribution of the proceeds among the East End 
stockholders) and such loans and discounts as prove, upon investigation, 
to be worthless. After these matters have been adjusted, if the book 
value of the East End stock be greater than that of the Central, the 
holders of the former are to receive the difference in cash; or, if it be 
less, they are to pay the difference. The conditions of the two banks, as 
disclosed by their statements, are as follows: 


Central East End 
Nat. Bank Nat. Bank 


Resources: 
$11,736,612.78 $1,518,727.90 
U. S. bonds to secure circulation .............. 2,000,000.00 250,000.00 
Bonds and other securities owned ............ 857,852.03  370.244.25 
Banking house and fixtures ..............5.. ‘ 60,000.00 40,500.00 
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Due from banks and bankers ............... 1,962,056.25 281,933.18 

approved reserve agents ......... 1,906,618.96 199,179.10 
Cheques and other cash items ................ 95,052.28 24,247.54 
Exchanges for clearing house ................ 641,115.67 83,411.83 
Notes of other national banks ............... 91,540.00 2,850.00 
Lawful money reserve in bank ............... 1,413,023.00 411,218.00 
Redemption fund with U. S. treasurer ....... 100,000.00 12,500.00 


$20,959,483.80 $3,196,786.65 


Liabilities: 
$ 2,000,000.00 $ 200,000.00 
Due to banks and bankers .................. 4,408,270.38 472,646.47 


$20,595,483.80 $3,196,780.65 


Show the book value of Central stock. 

Show the book value of East End stock, after eliminating the banking 
house and fixtures and after charging off the worthless paper, which 
amounts to $11,648.23. 

Show the amount per share to be received or paid by the East End 
stockholders to equalize the book values. 

Show the condition of the Central after the consolidation has been 
effected. 


SoLuTION 


The book value of the Central National Bank is found by dividing the 
sum of the capital stock, surplus and undivided profits, that is, $3,904,- 
400.00, by 20,000, the number of shares. It is $199.72.per share. 

After charging off the banking house and the bad debts against un- 
divided profits, the East End National Bank will have a total book value 
of $400,000.00, and therefore a book value of $200.00 per share. 

Before the consolidation is made, the East End bank will pay its 
stockholders 28 cents per share, or $5,600.00 in all, which we will assume 
is paid out of the national bank notes. 
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CeNTRAL NATIONAL Bank (After consolidation) 


Resources Liabilities 
Loans and discounts .$13,243,692.54 Capital stock paid in .$ 2,200,000.00 
U. S. bonds to secure . _1,675,000.00 
2,250,000.00 Undivided profits ... 518,840.00 
Bonds and other se- Unearned discount .. 140,167.11 
1,228,097.18 Circulation ......... 2,044,100.00 
house and banks and 
Due from banks and Cashier’s cheques ... aes 
2,243,980.43 Certified cheques .... 405,332.11 
Due from approved Certificates of deposit 1,550,112.40 
2,195,798.06 Individual deposits.. 10,530,530.03 
Cheques and_ cash 
119,899.82 
Exchanges for clear- 
724,527.50 
Notes of other na- 
tional banks ...... 93,830.00 
Fractional currency, 
6,986.69 


Lawful money re- 
serve in bank .. 1,824,241.00 
Redemption fund with 


112,500.00 
$24,103,562.22 $24,103,562.22 


Notes. The amounts due from approved reserve agents of the East 
End National Bank would appear on the Central National’s books as due 
from banks and bankers, unless drafts were drawn on the East End’s 
correspondents in favor of the reserve agents of the Central. As this is 
such a simple expedient, we have assumed that it would surely be done. 
Or the Central might have made application to the comptroller in ad- 
vance to have the East End’s agents designated as theirs, if they wished 
to keep valuable connections. It is not likely that they would allow nearly 
$200,000.00 to be changed from reserves to mere banks and bankers. 

The above statement would then be one that they would be justified 
in publishing. On the Central’s books, however, the circulation and re- 
demption fund of the East End would have to be shown separately, 
until they could send to Washington $234,900.00 for the credit of the East 
End’s redemption fund, which would release the $250,000.00 of that 
bank’s U. S. bonds to secure circulation. After the transfer of these 
bonds to the Central, the latter bank could order new currency of its 
own against them, if it saw fit. In the meantime, it would cancel off the 
East End’s redemption fund against that bank’s circulation. 

Of course, the book value of the consolidated stock would be $4,- 
393,840.00, the total of the capital, surplus and undivided profits, divided 
by 22,000, the total number of shares, or $199.72, the same as it was before 
consolidation. 
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The fourth problem is an excellent test of the student’s ability to treat 
with the question as to what constitutes the cost of a property that is 
being developed, preparatory to being offered for sale, aid to the setting 
up of the trading statements. Opinions may differ as to the treatment of 
the rents received, but all points in regard to this or any other doubtful 
items will be covered if the student explains his method of dealing with 
it and gives a plausible reason for it. 


PROBLEM 


Trial Balance, September 30, 1913 


Dr. Ce. 
400,000.00 
Real estate — Hilltop 153,000.00 
261,000.00 
Development — Hilltop 21,250.00 
50,750.00 
Taxes — Hilltop Heights 1,881.79 
Agents’ commissions — Hilltop 7,903.78 
Paradise Park ......... 15,807.55 
Tango Terrace ........ 7,431.51 
Expenses — Hilltop 498.03 
Advertising — Hilltop aes 2,666.09 
3,718.40 
132,000.00 
Wages — stenographers and clerks ........... 6,827.50 
1,629.16 


$1,042,044.29 $1,042,944.20 
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The foregoing is the September 30th (1913) trial balance of the 
Altruria Land Company, a corporation engaged in, the purchase, develop- 
ment and sale of various suburban properties, now operating three tracts, 
the areas of which are as follows: 


Bought Sold Remainder 
Hilltop Heights ........ 850,000 sq. ft. 120,000 sq. ft. 730,000 sq. ft. 
Paradise Park ......... 1,450,000 “ “ 240,000 “ “ 1,210,000 “ “ 
Tango Terrace ......... 2000000 “ “ “ 


The trunk sewer, which cost $11,500.00, drains Hilltop Heights and 
Paradise Park, which properties adjoin each other, but it has no con- 
nection with Tango Terrace, which is in a different locality. The cost 
of this sewer has not been divided between the properties it drains, but 
the management decides that its cost should be pro-rated on a basis of the 
areas of the tracts affected. 

On September 30, 1913, interest prepayments amount to $661.41 and 
prepaid taxes are as follows: 


$1,269.25 

You are required to show: +) 


1— Trading account for each property. 
2— Profit and loss account. 
3— Balance sheet. 


SoLuTION 


The first step is to ascertain the cost of each separate property per 
square foot up to the time when it is developed and ready for sale. This 
would include the original cost of the real estate, the development ex- 
pense, and in the case of two of them, the cost of the trunk sewer. 
The cost of the sewer applies only to Hilltop Heights and Paradise 
Park. The proportionate area of these two properties is 17/46 and 
290/46 respectively, therefore $4,250.00 of the cost of the sewer is charge- 
able to Hilltop Heights, and $7,250.00 to Paradise Park. 

The cost of the three properties is: 


Hilltop Paradise Tango 
Heights Park Terrace 
Real estate ...... jAndeteimaee $153,000.00 $261,000.00 $160,000.00 
Trunk sewer ......... vigebeen 4,250.00 7,250.00 
$178,500.00 $319,000.00 $200,000.00 
The square feet are .......... 850,000 1,450,000 2,000,000 
Cost per square foot ......... 22¢ 
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TrapING Accounts 
HILLTOP HEIGHTS: 
Less agents’ commissions ..............+200+ 7,903.78 
Cost of land sold, 120,000 sq. ft. @ 2Ic ......... 25,200.00 
2,666.09 
: $ 4,832.49 
PARADISE PARK: 
$132,000.00 
Less agents’ commissions ................... 15,807.55 
$116,192.45 
Cost of land sold, 240,000 sq, ft. @ 22c ........ 52,800.00 $63,392.45 
TANGO TERRACE: 
Less agents’ commissions ................+.4. 7,431.51 
$ 78,668.49 
Cost of land sold 210,000 sq. ft. @ toc .......... 21,000.00 
EXPemses 659.75 
3,816.26 
; $ 9,395.92 
$49,901.73 
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Prorit AND Loss 


Re? $ 26,153.06 Trading profit: 
Office salaries ......... 10,300.00 Hilltop Heights ....$ 40,274.84 
Wages, stenographer 

and clerks .......... 6,827.50 Paradise Park ...... 56,122.65 
Office expenses ........ 1,388.58 Tango Terrace ...... 49,901.73 


General expenses ...... 1,620.16 
Net profit ............. 100,000.00 


$146,299.20 $146,299.20 


ALTRURIA LAND CoMPANY 


BALANCE SHEET — SEPTEMBER 30, 1913 


Assets Liabilities 
Real estate: Capital stock ..........$300,000.00 
730,000 ft. @ 21c..$153,300.00 Bonds payable ......... 400,000.00 
Paradise Park, Notes payable ......... 35,000.00 
1,210,000 ft. @ 22c 266,200.00 Accounts payable ...... 4,260.85 
Tango Terrace, Commissions payable .. 5,743.19 


1,790,000 ft. @ 10c 179,000.00 
Ist mortgage land notes 222,846.00 
2nd “ “ “ 14,633.00 
Taxes paid in advance 1,269.25 
Interest paid in ad- 


$845,004.04 $845,004.04 


In the trading statements, the rents received are deducted from the ex- 
penses, instead of being added to the gross profits, because the business of 
the company was that of developing and selling real estate, and not of 
renting it. Therefore the rent was rather an offset to the expense than 
a regular source of income. 

There is one point not covered in this problem, nor in the solution. 
The status of the bonds payable is not given. If they were secured by a 
blanket mortgage on all the real estate, the company cannot give a clear 
title to any of the lots, when the purchasers have paid for them, unless 
there is a provision in the trust deed providing for the release of specific 
lots upon the payment to the trustee of a definite sum per lot. Mort- 
gages on property that is being subdivided and sold in parcels usually 
contain such a provision. 
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ELECTRIC LIGHT ACCOUNTS AND THEIR SIGNIFICANCE. 
By H. M. Epwarps, Auditor, The New York Edison Company; 
McGraw-Hill Book Co. Inc., New York, 1914. Price $2.00 net. 

Mr. Edwards has furnished the first adequate treatment of this sub- 
ject. Following with very little variation the uniform system of accounts 
of the National Electric Light Association and the system prescribed by 
the public service commissions of New York, the author has amplified 
the rules of the codes referred to with an illuminating explanation of 
the significance of the accounts. The book is divided into three parts 
treating respectively of balance sheet or indicant accounts, income ac- 
counts and miscellaneous. The accounting structure is carefully covered 
in the first two parts, each account being concisely but fully explained. 
In the third part the author discusses at greater length some of the 
more important phases of the accounting and devotes a chapter to the 
work order system with special reference to its applicability in accounting 
for the cost of the unit plant investment and as a control on expenditures 
under budgetary authorizations. 

The troublesome problem of depreciation and depreciation reserves is 
treated more as a managerial policy than an accounting and engineering 
problem. What the author calls the “specific” method for providing a 
reserve (f.e., annual appropriations of fractions of original cost less scrap 
recovery value) he concedes to be theoretically correct but he inclines to 
a more “general” method because of the frequent retirement of plant 
units on account of obsolescence and inadequacy —a condition brought 
about by the rapid development of improvements in central station practice 
and tle frequent abnormal increases in business which necessitate the 
supersession of original installations with units of greater capacity. While 
the accumulation of a reserve by means of a rate applied to the quantity 
of current generated or sold may prove adequate, it is not per se an ac- 
counting for depreciation, as there is no necessary relation between cost 
less scrap value and either current generated or sold. The fact that 
capacity and, consequently, sales increase more rapidly than capital outlay 
furnishes the strongest argument against a general method. This fact 
is also probably the principal reason why such a method has in practice 
proven satisfactory, because the increasing percentage of the reservation 
may cover any shortage in the original calculation. It should be noted 
that the reserve recommended is to cover both depreciation and con- 
tingencies; it is at once a replacement fund and an insurance fund—a 
provision for something which must happen and something which may 
happen. From the accounting standpoint, separate reserves are preferable. 

While this book will be especially valuable to the electric light employee, 
it has also a value for the public accountant of wide interest and practice. 

H. C. 
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BOOKKEEPING FOR ACCOUNTANT STUDENTS. By Lawrence 
R. Dicxser, F.C.A. 7th ed. London, Gee & Company. 1913. §5sh. 
Any treatise bearing the name of Dicksee is of interest even though 


it be merely a new edition of a standard work. In this case, inasmuch 
as there is no material alteration in the nature of the work, it is suffi- 
cient to note the evidence of solid merit in the treatise as shown by its 
being the seventh edition of a book first publishd twenty-one years ago. 

Minor points may indeed be open to criticism. An instance may be 
found in the author’s statement: 


When an item is on the right-hand or Cr. side of the Ledger: (a) 
If the amount will eventually have to be paid, it is a liability. (b) If the 
amount will not eventually have to be paid, it is a gain. This rule never 

ails. 

But an item indicating that cash has been paid out is on the right- 
hand side of the ledger, and obviously indicates neither a liability nor a 
gain. If the author, however, meant not an item but a balance he still 
needs to explain such a balance as that of “reserve for depreciation,” 
which equally fails to live up to his so-termed unfailing rule. It is also 
to be regretted that in the glossary of foreign accounting terms, several 
typographical errors in the French and German terms have escaped the 
proofreader’s and the author’s eyes. 

It is interesting to note that in the elaborate pro forma ledger given 
in the text, the closing “balance sheet” appears as a regular ledger 
account, although the author elsewhere states that such treatment is no 
longer favored, except on the continent. 

Henry 


PRINCIPLES OF FACTORY COST KEEPING By Epwarp P. 
Moxey, Jr., Ph.D., C.P.A., pp. 102. The Ronald Press Company, 1913. 
This is a small book of less than one hundred pages, but it is well 

worth reading. It does not attempt to go beyond its title, which speaks 
well for the author. Every business man, every accountant and account- 
ancy student should understand the established principles of cost keep- 
ing. Many of us could not install a creditable cost system in a factory 
without more technical knowledge than we now possess, but there is no 
excuse for inability to talk intelligently on the subject. 

This book presents the subject of factory costs in such a readable and 
logical way that anyone with the slightest comprehension of the subject 
can follow the text readily, and thus acquire enough of a working 
knowledge of principles to discuss the purposes and advantages of cost 
accounts. 

It also serves as a good introductory treatise to the elaborate and 


technical books on cost systems. 
Rozsert H. Montcomery. 


THE STOCK EXCHANGE PAST AND PRESENT, By A. H. Woozr, 
pp. 121. Gee & Company, London, two shillings and sixpence net. 
A series of articles which appeared in The Accountant, of London, 
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has been made the framework of a concise and interesting review of the 
development of the London stock exchange and of the growth of 
speculation and more permanent investment. The author, who is an 
English barrister, does not attempt to deal with the legal aspects of 
stock exchanges but merely reviews the history of their growth and in- 
fluence. There are chapters dealing also in a very cursory way with 
continental bourses and with Wall Street. Mr. Woolf begins his story 
in the reign of William III and brings it down to date. The book may be 
recommended to students of finance as an excellent review of stock ex- 
change practice in Great Britain. 


ELECTRIC LIGHTING ACCOUNTS, By Grorce Jounson, F.S.S., 
F.C.LS. (The Accountants’ Library Vol. XXIX) pp. 171. Gee & 
Company, London. Seven shillings and sixpence net. 

Messrs. Gee AND CoMPANY have issued a second edition of Vol. XXIX 
in their Accountants’ Library. This is a somewhat extended treatise on 
electric lighting accounts by Grorcr Jounson, F.S.S., F.C.LS. The author 
reviews the laws affecting this class of accounting, gives detailed 
analyses of accounts, and provides a little of everything that the 
accountant concerned with this class of public utilities in Great Britain 
would be likely to require. The considerable differences between practice 
in Great Britain and America make it somewhat doubtful if this book 
will be of much value to practitioners in America but there are many 
points common to both countries and it is interesting to make a comparison 
of conditions. 


THE ENGINEERING INDEX ANNUAL FOR 1013. The Engin- 

eering Magazine Company, New York, 1914. 

The latest edition of this valuable work follows the general scheme 
of its predecessors but certain additions and changes are made which 
considerably improve the style and handiness of the book. It is a 
compilation of the engineering and technical literature of the year, much 
of which has already appeared in the monthly index published by The 
Engineering Magazine. The index is divided and subdivided under the 
principal subjects concerned, and each book or article indexed is briefly 
described as to title and general contents. The index is intended as a 
guide to the great mass of literature which appears each year and per- 
forms a function of the greatest service to everyone interested in engin- 
eering and other technical matters. 

The present volume brings the record down to the December, 1913, 
monthly part of The Engineering Index covering the literature on 
engineering to October, 1913. 


DE MORTUIS NIL NISI BONA. By Spicer & Pecirr. H. Foulks 
Lynch & Company, London, 1914. Five shillings net. 
For many years it has been generally assumed, with a good show of 
reason, that accounting problems are almost unequalled in their dryness, 
but Messrs. Spicer and Pegler, of whose versatility we have now no 
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further doubt, have conceived the excellent idea that it is possible to 
combine wit and wisdom even in matters of accounting. In the book 
before us there is a series of problems in executorship law and accounts 
presented in a most attractive way and embellished with some remarkably 
clever and humorous illustrations. The text of the problems is singularly 
devoid of technicalities and plentifully enlivened with matter in lighter 
vein. 

This is the first volume of accounting problems known to humanity 
which can be read for the humor of it and yet it has a more serious and 
valuable side for those who care to investigate it. 


THE INCOME TAX AS APPLIED TO PERSONS. By Joun 

NicHo.son, of the New York Bar. 

This is a pamphlet of 26 pages which purports to be a guide to enable 
the individual citizen and the foreigner resident here to determine with 
facility their rights and obligations under the federal income tax law, both 
in their relations to the government and in transactions with other per- 
sons. It is not to be expected that one can find at this time anything which 
will bring a fresh light to the elucidation of the numerous points of 
controversy and doubt in this complicated problem; and the most that 
can be looked for is a statement in form and language sufficiently simple 
to bring the principles of the law and the regulations for its administra- 
tion within the scope of a layman with ordinary intelligence. 

Probably the author of the pamphlet under review has achieved success 
along the line above indicated as well as any of those whose publications 
on the subject have appeared. He has divided the subject under captions 
which, with the index provided, enables the reader to get, without 
much difficulty, the law and regulations as applied to his case. 

The pressing necessity of such a guide may have passed, but as the 
income tax is likely to be a permanent public burden in this country it 
is the duty of every one to become conversant with the law and study 
of this pamphlet should amply repay the reader for his trouble and give 
him a good working knowledge of the statute as affecting the individual. 


GUIDE TO THE STUDY OF AUDITING. By Samuer F. Racine. 
Published by The Western Institute of Accountancy, Commerce & 
Finance, Seattle, Wash., 1914. 63 pages. $1.00. 

This is a very full and valuable analysis of MontcoMery’s Auditing 
Theory and Practice, arranged in question form for the purpose of 
facilitating study. It is in a sense an amplified index and should prove 
of considerable service to students and others. 
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Correspondence 
Treatment of Sinking Funds 
Editor, The Journal of Accountancy: 


Sir: I read with interest the article entitled Treatment of Sinking 
Funds, by Chas. S. Ludlam, which appeared in the March issue of Tue 


JouRNAL. 
On page 170 under paragraphs 8 and 9, the author states that the 
premium or discount on bonds purchased for the sinking fund is a profit ’ 


or loss to the mortgagor. It would be extremely interesting to know 
whether the premium or discount should be carried in the sinking fund 
reserve or the surplus account. If the premiums or discounts are to be 
entered in the reserve account, it is apparent that a readjustment of 
the amount to be set aside for the retirement of the bonds at maturity 
would be necessary. 

The author also states that current assets should be transferred to the 
sinking fund, without making a charge to income to accumulate a re- 
serve. I fail to see the advantages of this method for the following rea- 
sons: First, the facts are not properly recorded unless a special reserve 
is created; second, the directors of the corporation may pay dividends 
if the amount is not set aside; third, there is no difference in the final 
result. 

To illustrate the third point: A corporation issues bonds to the 
amount of $5,000,000, and the accounts show the condition of the com- 
pany before the issue to be as follows: 


. Assets 
Plant and property _ $5,000 
Current assets (excess over current liabilities) 500,000 


Liabilities 
Capital stock $ 4,500,000 
Surplus 1,000,000 


After the bonds are sold, the cash proceeds would appear temporarily 
among current assets until additions to the property were made. As- 
sume that the mortgage requires that a sinking fund be established to retire 
the bonds in twenty years. On the theory that the instalment will be 
paid from current assets without making a deduction from income, the 
accounts as a result of the method employed will reflect the following 
condition at the end of twenty years: 


Assets 
(a) Plant and property $10,000,000 


(6) Sinking fund 5,000, 
(c) Current assets (excess over current liab.) 500,000 


Total $15,500,000 
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Liabilities 
(d) Capital stock $ 4,500,000 
(e) Bonds 5,000,000 
(f) Surplus 6,000,000 
Total $15,500,000 


Items (b) and (e) would be eliminated after the bonds are paid, 
and there would be $5,000,000 more in the surplus account at the end 
of the period than at the beginning, represented on the asset side by ad- 
ditions to plant and property. If the charges had been made to income 
during the twenty years, we would have as a result a surplus of $1,000,- 
ooo and a reserve of $5,000,000; this latter amount could be transferred 
to surplus after the bonds are paid. In the meantime, the advantage is 
had of a proper record of the facts. 

During the twenty-year period, the corporation is in effect making 
additions to plant and property from its surplus earnings. In order to 
pay dividends it must have additional surplus earnings sufficient to pro- 
vide current assets from which to pay them. Is it sound finance for a 
corporation to borrow money in order to pay a sinking fund instalment, 
the current assets having been depleted because dividends were paid? 
It would not be necessary to create a second debt if the company had 
maintained a reserve or an adequate surplus. An indebtedness incurred 
to pay sinking fund instalments would still remain after the bonds had 
been paid. 

Grorct W. SHipway, 
Certified Public Accountant. 

New York, May 4, 1914. 


Treatment of Mortgages and Values 
The Editor, The Journal of Accountancy: 


Sir: Many accountants allow stockholders of a corporation, members 
of a partnership or individuals to fool themselves or their creditors by not 
installing a system that will give the full facts within the same space 
allowed in a report for partial and misleading facts. 

One great fault is where a piece of real property is sold on contract 
and no attention is given to the liability to deliver under certain condi- 
tions. At the time the contract is made the honors are even and, after the 
first payment is made, the cash received is a new form of an asset but 
the liability remains the same. In short, the net liability on a contract 
sale is the original amount of the contract less the unpaid balance. The 
property has not been deeded and no profit can be considered until the 
title passes. The cost or book value of the real property is listed under 
assets, the payment on the principal of the contract sale is an asset, 
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and the net amount due on the contract is a debit charge against the 
liability to deliver. It is the case of a conditional sale and “when property 
is sold on contract it belongs to the seller until title passes.” 

The interest on deferred payments is income but no profit on the sale 
of the real property can be taken until the title passes. 

Some argue that the liability would only be the amount of the contract 
less the estimated profit to be realized, but I claim there is no absolute 
proof that the terms of the contract will be fulfilled and, therefore, no 
profit can be considered until the actual transfer of title has taken place. 
If the known profit at the time of making the contract is credited to 
“anticipated profits on uncompleted sale contracts,” and “contract sale 
agreements at cost value” is credited with an amount equal to the value 
carried on the books for the asset sold on contract, the deal will be 
stated in full. 

Another loophole which is very often taken advantage of is where 
real property is purchased on the basis of a certain value, “subject to” 
a mortgage for a certain known amount. 

The attorney states that the debt is against the property and not a 
liability of the new owner of the property, therefore the innocent person 
or wildcat schemer hides either intentionally or not under the veil pro- 
duced by the statement made by the attorney. 

The real property was purchased on the basis of a certain known value 
and a known debt must be paid before the title to the property is clear, 
therefore the value of the property should be considered the asset and the 
amount of the mortgage a liability. The equity being considered and no 
liability mentioned is in error, misleading and the cause of much harm 
to innocent persons. 

For an example of my views I give a copy of a “modified balance 
sheet” for a large investment company, and claimed by its board of 
directors to be based upon a report made by a well-known firm of ac- 
countants. This report had previously been published in full. The 
“modified balance sheet” referred to is set forth as follows: 


Assets 

Bills receivable + 00,000,000.00 
Accounts receivable 00,000,000.00 
Stocks of other corporations ...............- 000,000.00 

Liabilities 
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It is a well-known fact that there is a large amount still unpaid on the 
real estate and the “agreements of sale” indicate that the title has not 
passed, and, therefore, I will now give an example of how I claim the 
balance sheet should read. 


Assets 
Stocks of other corporations  0,000,000,00 
Real estate (at purchase value) .............+.....+++++++ 000,000,000,00 
Furniture and equipment 00,000.00 


Liabilities and capital invested 


Contract sale agreements ............. «+++ 0,000,000.00 


Too little attention is given by bankers, the purchasers of stock of a 
corporation, the purchaser of an interest in a partnership, etc., to the 
liabilities, and all assets items are sure to be given by the person pre- 
senting the statement, therefore a change as suggested by me above would 
protect all parties and state real facts. The liabilities have to be met and 
they are the facts that are most important since the stated assets will 
show the source from which the money for the payment can be realized. 
Liabilities not stated have caused more harm than can ever be calculated. 

If the statement is presented to a banker for the basis of a loan, 
it is very easy to arrange it so that it will give the cost or book value 
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and at the same time allow space to show the appraised or estimated value, 
and then the facts are clear to all parties concerned. 

If real property is purchased by contract and no title passes until 
certain payments have been made, it is proper to record the deal as fol- 
lows: 

Real estate, title subject to contracts, 

To real estate purchase agreements. 
With explanations. 
The payments on the contract will reduce the liability and the asset re- 
mains the same until the title has been transferred; it can then be writ- 
ten off and charged to real estate. 

Yours very truly, 
R. L. McCrea. 
San Bernardino, California. 


New York State Society of Certified Public Accountants 


At the annual meeting of the New York State Society of Certified 
Public Accountants on May 11th, 1914, the following were elected officers 
for the ensuing year and directors for the terms specified: 

President, Hamilton S. Corwin; first vice-president, J. Lee Nichol- 
son; second vice-president, W. Sanders Davies; secretary, James F. 
Farrell; treasurer, David E. Boyce. 

Directors for one year, Henry R. M. Cook, Charles Hecht, Charles 
E. W. Hellerson, Duncan MacInnes, Richard P. Tinsley, and William F. 
Weiss. Directors for two years, Howard B. Cook, Herbert C. Freeman, 
Frederick H. Hurdman, Ferdinand W. Lafrentz, John R. Sparrow and 
Edward L. Suffern. 


Certified Public Accountants of Massachusetts, Inc. 


At the annual meeting of the Certified Public Accountants of Mas- 
sachusetts, Inc., the following officers were elected: President, J. E. 
Masters; vice-president, William Franklin Hall; secretary, George Lyall; 
treasurer, Gerald Wyman. 


Maine Board of Accountancy 


The next examination in Maine for certified public accountants will 
be held at Portland on June 23, 24, 25. Applicants must be either resi- 
dents of Maine for one year, or certified public accountants of another 
state or under a foreign government which extends similar privileges 
to certified public accountants of Maine. 
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The Pennsylvania Institute of Certified Public Accountants 


The Pennsylvania Institute of Certified Public Accountants held its 
annual banquet on May 2ist, 1914, at the Manufacturers’ Club, Philadel- 
phia. Mr. Alba B. Johnson, president of the Baldwin Locomotive Works, 
delivered an interesting and instructive address on “The Unrest of the 
World.” Mr. Joseph Moore, Jr., president of the Philadelphia Clearing 
House Association, spoke on the “National Reserve Bank Act,” and gave 
many interesting details as to the work and future development of the 
system. 


British Society of Incorporated Accountants 


The council of the Society of Incorporated Accountants and Auditors 
of Great Britain has issued the twenty-ninth annual report. During 1913, 
I5I1 new members were added to the society’s roll, which at the close 
of the year contained 2,623 names. The number of candidates for ex- 
amination was 552, of whom 378 passed. The income of the society for 
1913 was £6,823, and at the close of the year there was a surplus of 
£9,632, exclusive of £2,685 held for benevolent purposes. 


Announcements 


Clinton H. Scovell & Co. announce the removal of their offices to 110 
State Street, Boston. 


Mackay, Irons & Co., chartered accountants, announce that they have 
opened an office in Dauntsey House, 4B Frederick’s Place, Old Jewry, 
London, E. C. 


Williams & West announce that their offices are now at 47 Canada 
Life Bldg., Calgary, Canada. 


Henry M. Wechsler, C. P. A. and J. Emory Mills announce the forma- 
tion of a partnership for the practice of accounting under the firm name 
of Wechsler & Mills, with offices at 46 Cedar St., New York. 
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London dispatches to the daily papers here state that Arthur Whale, 
senior partner in the firm of Whale, Barnett & Co., chartered accountants, 
London, has a picture on the line at this year’s Royal Academy exhibition. 
This is the second time that Mr. Whale has been successful. 


Albert T. Bacon, certified public accountant, announces his removal to 
new offices at 901 Continental & Commercial Bank Building, 208 South 
La Salle Street, Chicago 


It is announced, under date of May 14th, 1914, that Robert L. Cuth- 
bert, C.P.A., has withdrawn by mutual consent and agreement as a 
partner from the firm of Arthur Young & Company, accountants and 
-auditors. 


David Rollo 


We regret to announce the death of David Rollo, one of the original 
fellows at large of the American Association of Public Accountants and 
a certified public accountant of New York. Mr. Rollo was the eighth 
president of the American Association of Public Accountants and held 
office from 1898-1890. For some years he had been treasurer of John F. 
Betz & Son, Limited, of Philadelphia. His death, which occurred at 
4314 Walnut Street, Philadelphia, followed an illness of several months’ 
«duration. 
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authoritative part in any conversation, anywhere. It gives you all sides and 
shades of opinion concerning every happening of moment in the realms of Science, 


Politics, Sport, Art, Literature, Religion, Education, Industry, Etc., Ete. Pro- 


fusely illustrated. 


Issued Weekly; 48 to 80 Pages; Illustrated; $3.00 Per Year; 10 Cents Per Copy 
FREE sample copy on request, if you mention having seen this adverhsement in this publication 


Published by FUNK & WAGNALLS COMPANY, 354-360 4th Ave., New York 


PUBLISHERS OF “THE NEW STANDARD DICTIONARY” 


SUMMER PROSPECTUS 


OF THE 


Journal of Accountancy 
JULY 


Accountants and Credit Men, by Joel Hunter, C. P. A. 


A symposium of views by leading credit men on the service accoutttancy may render in 
realizing better credit relations. 


Bondholders Reorganization Plans of an Irrigation District will be contributed by John 
B. Geijsbeek; C. P. A. 


Payroll Distribution on Constructions Work, by Leslie H. Allen, illustrated with three 


original charts. 
AUGUST 


Should Accountants Advertise, in three articles by John A. Cooper, C. P. A., Edward E. 
Gore, C. P, A., and E. Shorrock, C, P. A. 


Holding Conrpanies will be discussed by Herbert C. Freeman, C, P. A. 


Current questions treated editorially in interesting form, book réyiews and announcements, 
and the regular Income Tax and Students’ Departments together with letters of inquiry and 
comment will also appear. 


In the interest of the higher accountancy it is suggested that 
this announcement be given or mailed to some non-subscriber 


Annual subscription in the United States $3.00; elsewhere $3.50 


THE RONALD PRESS CO., 20 Vesey St, New York City 


When writing to advertisers kindly mention Tas JouRNAL OF ACCOUNTANCY. 
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THE JOURNAL OF ACCOUNTANCY. 


Summer Study by Extension 


NERGETIC business men, bent upon accomplishment, work 
50 weeks out of the 52 im the business year. When they 
impose upon themselves an educational goal, there is an 

insistent demand for a like privilege of continuous work. 


Hence, the thousands of students in the Resident schools conduct- 
ing the Pace Standardized Courses are given the option, when 
class lecture sessions are discontinued in June, of continuing their 
work by Extension through the mails during the summer months. 


Resident school students whose work has been interrupted by 
business or personal exigencies are permitted to regain their class 
positions through summer Extension study. 


Students who are unable to attend Resident 
schools can enroll and complete the Courses 
entirely by Extension through the mails. 


The booklets and folders issued by the Pace organization, aside from the 
presentation of facts, are noteworthy for their style and inspirational 
tone. “Your Personal Overtime” has been reprinted by permission by 
organizations and by periodicals throughout the world—it was recently 
published in Bombay, India. “Your Power to Decide” and “Professional 
Eduction in Accountancy and Business” have been used in the public 
schools as models of English. “Your Way Up” is helpful—inspirational. 
We shall be pleased to supply these booklets in any desired a 
three contain no direct reference to the Pace courses. 


PACE & PACE 


Hudson Terminal 
30 Church St., New York 


| 
| 
SE: 
Z 
BSS 
j 
= 
> ‘ > 
& 
; 
> 4 
When writing to edvertisers kindly mention. Tue JovunNAL OF ACCOUNTA‘ICY, 


= 


